Foreword 


The challenges in the retail field are becoming more and more complex as international 
borders shrink, globalisation increases, and the pressure on the consumer increases. The 
recent surge in the price of oil, international tension in the Middle East, the deepening 
crises in the US economy and the threat of a world recession have all contributed to the 
uncertainty in the retail arena. 

Some of the larger retailers internationally have already taken steps to curb the expected 
impact of a recession and prolonged recovery period. This has led to many jobs being lost 
in manufacturing and retailing. 

There are however certain areas that have become a larger focus for business and retail 
alike. Practitioners need to constantly scan their surroundings for trends so as to keep 
abreast of new developments in the field. 

One important trend affecting the world of business is green marketing. This is the 
marketing of products that are presumed to be safe to the environment, taking into 
context the entire production process measuring the carbon footprint that a product leaves 
behind. The recent Oscar award for Al Gore on his documentary in this regard is proof 
of the importance and exposure that green marketing and the environment are getting. 
Consumers have become more environmentally aware and are placing more and more 
pressure on government and industry to protect the environment for future generations. 
This has become evident with the introduction of products such as hybrid cars, organic 
food and ecotourism. The world organic market has been growing by 20% a year since the 
early 1990s, and it is estimated that the worldwide green consumers will have an annual 
buying power of $500 billion by the end of the year. 

The International Retail and Marketing Review aims to keep its readers up to date on 
trends by publishing thought-provoking articles and research, as well as to present new 
perspectives from leading scholars and thinkers within the field. 

This issue includes two South African articles, the first of which places the spotlight 
on the dynamic of ethics within the context of globalisation, with a specific focus on 
the marketing function; the second discusses the effect of music and odour on consumer 
behaviour. 

We have also included two international articles; one considers the similarities in the 
consumer shopping styles for goods and services in Australia, and the other examines the 
factors required for successful conflict management in Hong Kong. 

We look forward to a stimulating and healthy debate from eminent scholars and business 
leaders worldwide, and we have been very fortunate to have a number of esteemed 
academics from all over the world on our editorial board. 


Prof M C Cant 

Editor 
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UNISA 
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ABSTRACT 


ma ae a at a game meme eee a ss 


The study examines the influence _ that 


are presented with. 


1 INTRODUCTION 
The 
creates several challenges for retailers, such 


ever-changing retail environment 


as emphasising quality, value, customer 


satisfaction, and customer retention 
(Reichheld, 1996; Siu & Cheung, 2001). 
Since competition between retailers has 


increased due to the increase in shopping 
centres and the steep rise in product prices, 
retailers are forced to provide a level of 
service that would make customers return to 
their stores instead of going to competitors’ 
stores. 

This study examines the importance that 
customers place on the price of products 
purchased from retailers as well as on the 
service attributes of the sales personnel. 

This is 
study conducted in Gauteng, South Africa 


a retail patronage intention 


amongst individuals who had purchased a 
DVD player to the value of at least R600 
or more. The study was based on a similar 
United States of 
America by Darian, Tucci 
(2001). 


study conducted in the 
and Wilman 


retail store price levels and 
characteristics have on store customers’ repurchasing behaviour. Please note that the quality | 
of the products sold at the retailer does not form part of the trade-off options that customers | 


ae ca aa ae ee ea a, 


salesperson service ! 


2 PURPOSE OF THE STUDY 
The study aims 

of consumer price 
patronage. As the South African retail markets 


to examine the effect 
attitudes and retail 


move toward saturation and consumers 
take advantage of price competition, 
understanding the role of price as a driver 
of retail selection is key. Low prices, in the 
form of either price promotions or general 
price levels, traffic 
the extent to 


can create store and 
increase category sales but 
which consumers use price as an indicator 
of quality depends on the information 
available to the consumer. Therefore the 
following hypothesis was formulated: 

H,,; The price of a product is negatively 


related to retail patronage. 


The study furthermore examines the impact 
of selected salesperson service attributes 


and levels’ on consumer patronage 
intentions in a consumer electronics store 
setting. Some studies found that various 
aspects of convenience can be influential 
on customers’ satisfaction with the service 


received. Two of these are a customer’s 
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reduced mental effort and perceived waiting 
time (Darian & Cohen, 1995; Darian et al., 
2001). Therefore the following hypotheses 
were formulated: 

H . 


2a° 


There is a positive correlation between 
salesperson’s product knowledge and 
retail patronage. 

H,: There is a positive relationship between 
salesperson responsiveness and retail 
patronage. 


3 LITERATURE REVIEW 
3.1. Customer satisfaction and service 
quality 

Customer satisfaction is the degree to which 
a customer’s expectations agree with the 
actual performance of the product and or 
service (American Marketing Association, 
2007; Berman, 1991; Berry, 1988; Chang, 
2006:209; Helgesen & Nesset, 2007:129 
and Kong & Jogaratnam, 2007:279). 

Customers form quality 
expectations based upon previous retail 
store service received; they are further 
influenced by information provided by 
people that surround them and whose 
advice they would follow (American 
Marketing Association, 2007 and Gilbert & 
Veloutsou, 2006:298). 

Dissatisfied customers generally do not 
enter complaints at the store but 
complain about the service received to 
friends, family and other people in their 
influential group. Furthermore, dissatisfied 
customers tend to either switch to another 
store or spend less time at the store that 
does not provide the expected service or 
price that the customer is willing to pay 
(Darian et al., 2001:205). 

Retailers must determine the factors that 
customers 


service 


rather 


evaluate when determining 
service quality (Sureshchandar, 
Chandrasekharan & Anantharaman, 
2002:368; Yap & Sweeney, 2007:142). 


3.2 Salespeople performance attributes 


In a retail store setting, the interaction 
personnel and customers 


unique and _ important 


between sales 
constitutes a 


dimension of performance. This is due to 
the fact that customers form an image about 
the store and its service quality based upon 
the service provided by the sales personnel. 
As such, it stands to have a strong impact 
on retail customer satisfaction (Babakus, 
Bienstock & Van Scotter, 2004:727-723). 
The interaction between the retail store’s 
personnel and _ the 
part of the personal interaction dimension 
of a service and the price levels of the retail 
store form part of the reliability dimension 
of the service (Siu & Cheung, 2001:89). 
The personal interaction dimension of a 
service can include whether personnel are 
courteous, helpful, and knowledgeable 
and whether they inspire confidence and 
trust from the customer. The _ reliability 
retailer 


sales customer forms 


dimension includes whether the 
keeps promises made to customers through 
its various communication methods (Siu & 
Cheung, 2001:89). 

Therefore knowledge about 
perceptions regarding _ the 
dimensions of salesperson performance 
is crucial if the retail firm is to provide 
quality, value and satisfaction (Robledo, 
2001:26). Despite this, previous studies 
have shown 19% of salespeople receive no 
training, not even introductory training; 
resulting in sales personnel not considering 
the customer when delivering a_ service 
(Pettijohn & Pettijohn, 1994:21). 


customer 
critical 


3.3. Product price and value 
Value can be defined as a subjective process 
whereby the consumer weighs benefits 
received against sacrifices incurred, where 
the benefits include the’ entire service 
process, including emotional and _ social 
aspects (Roig, Garcia, Tena & Monzonis, 
2006:270). Alexandris, Dimitiradis and 
Markata (2002:227) demonstrated the 
strong relationship between consumers’ 
perceived value and their intention to 
purchase, as well as the effect of perceived 
value on word-of-mouth communications. 
Literature suggests that retail customers 
perceive price in both positive and 
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negative cues that ultimately influence 
their purchasing behaviour. When price 
is perceived as a positive cue, it signals 
quality, prestige, or status to the customer. 
When it is perceived as a negative cue, it is 
perceived as an economic sacrifice. In both 
positive and negative respects, perceptions 
of price operate as marketplace cues that aid 
the customers in their purchase decision- 


making process (Moore & Carpenter, 
2006:266). 
Customers who are highly price 


conscious usually visit low-priced stores, 
mass discounters, and value-priced retailers; 
they tend to be more sensitive towards the 
prices that a retailer charges for a product 
(Moore & Carpenter, 2006:268). 


4 METHODOLOGY 

100 consumers in Gauteng who purchased 

a DVD player within the last six months, 

to a value of at least R600 were asked to 

evaluate their preferences with regard to 

service levels at retail stores. The service 

levels were: 

e¢ Prices compared to competitors (Prices 
about R120 above competitors; Prices 
about the same as competitors; Prices 
about R120 above competitors). 

e Salesperson product knowledge (Poor 


product knowledge; Fairly good 
product knowledge; Excellent product 
knowledge). 

e Salesperson’s responsiveness (Not 


responsive — uses hard sell approach; 
Fairly responsive to customers’ needs; 
Very responsive to customers’ needs). 

The above attributes were tested using a 
symmetrically designed conjoint table, 
rather than an asymmetrically designed 
conjoint table, such as the one used in the 
American study — the reason being that 
using a symmetrically designed conjoint 
table prevents biased answers by customers. 


4.1 Sample structure 
Respondents within LSM (Living Standards 
Measure) 6-10 segments were approached 


with the objective of finding 100 who had 
purchased a DVD player within the last six 
months. The achieved sample was 109 with 
9 rejections, although 545 respondents 
had been approached. All interviews were 
conducted on a personal basis. 


4.2 Interviewing procedure 

Conjoint trade-offs in an interview situation 
are often described by respondents as 
difficult and time pressured. This study 
therefore used a piloted approach in an 
effort to make the trade-off choices easier 
for respondents. 

Each respondent was first asked to 
indicate on a 10-point scale how likely they 
would be to buy a DVD player from the 
retailer presented on the card, 10 indicating 
a definite purchase and 1 indicating a 
definite non-purchase. Respondents were 
then asked to assume that all other aspects 
would be similar for all retailers. 

Respondents were then asked 
the retailers in terms of preference from 
1-18. This done by systematically 
selecting, first, the retailers which had been 
rated as those that the respondent would 
definitely purchase from and ranking their 
preference of these retailers; then selecting 
retailers which the respondent had rated 
9, and ranking these retailers following on 
from the last rank in rating level 10, and 
so on through the 10-point scale to the 
least preferred being ranked in 1. Thus the 
trade-off preferences presented no difficulty 
to respondents. 


to rank 


was 


4.3 Testing of two conjoint tables 

The final research output confirms that 
the results show specific 
the asymmetrical design (original Tucci 
questionnaire) vs. the symmetrical design 
(changed questionnaire with equal 
number of statements). The summary of 
findings also then discusses the output of 
the symmetrical design as the most valid 
representation of customers’ trade-offs 
when making a purchasing decision. 


differences in 
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5 RESEARCH RESULTS 


Figure | indicates retail customers’ perception 
about the three attributes measured, namely 


Utility Pe te meni 


-0.40. 
Prices below 
Prices same 
Prices above 


Excellent knowledge 
Fairly good knowledge 


price level, salesperson product knowledge, 
and salesperson responsiveness. 


0.052 0.034 


Very responsive 


Fairly responsive 


Poor knowledge Not responsive 


Figure 1: South African consumer preferences for retail salesperson abilities and price levels (LSM 6-10) 


In Figure 1 it is evident that South African 
consumers (in Gauteng) purchasing 
electronic goods (such as DVD players) 
value excellent product knowledge in a 
salesperson at a much higher level than the 
salesperson/retailer offering lower or similar 
prices to competitors. In fact, prices below 
competitors emerged with the third lowest 
positive utility indicating that pricing, 
compared to other service attributes, 
contributes proportionately much less to 
a successful sale than product knowledge 
and responsiveness do. 


It is also apparent in Figure | that poor 
product knowledge in a salesperson/retailer 
emerged with the lowest negative utility. 
This implies that lack of product knowledge 
in a salesperson/retailer will negatively 
impact on the purchase of electronic goods 
from such a retailer or salesperson. 


Figure 2 shows the linear relationship 
between retail consumers’ perceptions 
about the different levels of retail store 
prices. 


Qi PRICES vs COMPETITORS 


0.12 


0.07 


0.02 


Utility 


-0.03 


-0.08 





-0.13 
Prices below 








Prices same Prices above 


Figure 2: Consumer perceptions about retail store prices 
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Figure 2 indicates that it makes little 
difference whether prices are about the same 
as competitors or below those of competitors, 
but price above competitors (in and of itself) 
is viewed negatively by store consumers. 

Q1 PRODUCT KNOWLEDGE 


0.40 
0.30 
0.20 


0.10 


0.00 


Utility 


-0.10 


-0.20 


-0.30 





-0.40 
Excellent 
knowledge 





Fairly good 
knowledge 


linear relationship 
perceptions 


3 shows the 
between retail consumers’ 
about salesperson product knowledge. 


Figure 





Poor 
knowledge 


Figure 3: Consumer perceptions about salesperson product knowledge 


In Figure 3 product knowledge has a 
reasonably linear relationship, although 
excellent product knowledge has _ three 
times the utility than fair product 
knowledge. Poor product knowledge is 
viewed extremely negatively. This shows 


that consumers are much less likely to 
Q1 RESPONSIVENESS 


purchase from an outlet where there is 
poor product knowledge. 

Figure 4 indicates the linear relationship 
between retail consumers’ perceptions 
about salesperson responsiveness. 

In Figure 4 responsiveness shows that 
there is little difference in the purchasing 





0.10 


0.08 fees ease wees 


O06 twceneee es ciees 








-0.10 








Figure 4: Consumers perceptions about salesperson responsiveness 
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intentions of consumers between a 
salesperson that is very responsive and 
not responsive, although the neutral 
option (fairly responsive) is viewed quite 
negatively. 


6 MANAGERIAL IMPLICATIONS 


The initial interpretation of the 
shows that all regarded as 
important by customers when making a 
purchase of electronic equipment of at 
least R600. 

The above variables can 
as minimum standards or 


results 
variables are 


be regarded 
entry level 
requirements for any retail outlet if managed 
properly. Compared to the restaurant 
industry, for example, a clean restaurant 
serving fresh food will also be two variables 
that will be non-negotiable and be regarded 
as entry level requirements. 

However, using conjoint analysis to 
determine a trade-off that customers will 
make when choosing a retail outlet to buy 
electronic goods does highlight preference 
as well as the extent of these preferences of 
variables that may on face level be regarded 
as equal in importance. 


6.1 Pricescompared to competitors 

It will be beneficial for sales staff to know 
the prices of competitors and be trained 
with answers why a cheaper or more 
expensive price adds more value compared 
to competitors, either through warranties, 
after-sales service or the other variables. 


6.2 Sales person product knowledge 
This variable is regarded as_ the 
important variable by Gauteng consumers 
which can be a function of risk, 
technophobia or peer pressure. It shows 
that consumers in South Africa (Gauteng) 
in general may not be as knowledgeable 
about electronic goods or do not always 
have the means (such as Internet access) 
to gather information to make informed 
purchasing decisions. 

For many consumers a price tag of at least 
R600 does also offer a degree of risk and 


most 


reinforcement of the purchasing decision 
through proper product knowledge, and 
recommendation of a product (brand) to 
satisfy each individual consumer’s specific 
needs is important when training sales 
people. 

Although technical terminology may be 
of importance to use with certain customers 
that also have above-average knowledge of 
electronic goods, explanation of product 
features in everyday language will engender 
trust amongst the average customers buying 
an electronic product for the first time. 


6.3 Sales person responsiveness 
Responsiveness is a function of a specific 
situation and may differ from customer 
to customer. The golden rule may at least 
be for sales staff to offer their advice if so 
requested by the customer as well as what 
the specifics of the advice will be, such as: 
¢ “I can give you a range of brands and 
prices that the store offers.” 


e “I can outline the price range of 
competitors.” 
e “I can explain the basic product 


features of the different brands and 
where they are manufactured.” 

e “If you tell me what your main purpose 
and use of the product is going to be, I 
can offer you a number of products to 


choose from to best serve your needs.” 


The conjoint trade-off shows. that 
responsiveness should not be store policy, 
but should rather be one that serves the 
needs of the customers. Being visible and 
available when needed will likely be the 
first step that management should put in 
place to meet the different responsiveness 
needs that consumers might have. 


7 LIMITATIONS OF THE STUDY 

The results apply to individuals in the 
Gauteng province only. The relative 
importance of salesperson performance 
and price levels will only be applicable to 
electronic goods in a similar price range as 
conducted during the study. 
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Any other intended purchase at a much 
lower or higher price will likely result in 
different variables being of importance 
(such as location of retail outlet when 
buying basic commodities like milk and 
bread) and different importance of variables 
to prospective consumers (such as product 
characteristics that a_ specific 
brand a monopoly in the market such as 
a service plan or warranty more favourable 
than competitors). 


can offer 


8 CONCLUSION 

The study outlines differences between 
South African and American consumers 
making trade-offs during their purchasing 
decision of electronic goods. It is evident 
that product knowledge will have to form 
an important part of the literature review 
as this is regarded as the most important 
attribute for South African consumers. 

It is advised that the study be replicated 
in the other provinces of South Africa to 
determine whether consumers in those 
regions value the same 
consumers in the Gauteng province. 
Furthermore, the study should be replicated 
in other parts of the world to determine 
whether consumers in different countries 
value the important 
when making purchasing decisions or not. 


attributes as the 


same attributes as 
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ABSTRACT 


China’s recent economic success is remarkable. However, this comparative research — conducted 
at a firm level — presents empirical evidence showing that the entrepreneurship contextual ! 
conditions in China are still not comparable to those in Belgium, if the entrepreneurial |! 
behaviours within the enterprises from the two countries are compared along dimensions of ; 
innovativeness, proactive risk handling, and management professionalisation (3D of EO). Taking 1 
the Global Entrepreneurship Monitor (GEM) Model as a contextual framework, this research | 
brings into focus a number of determinants that influence the entrepreneurial behaviours. This ! 
comparative research initiates a Sino-Belgian entrepreneurship research, contributes to the ; 
knowledge on cross-national entrepreneurship study, and brings up some research evidence 
that is expected to be further studied in future investigations. In this article, the authors intend ! 
to present the evidence concerning the contextual determinants that influence the Hebei } 
entrepreneurs’ behaviour within the 3D of EO. 


Many researchers argue that entrepreneurial in the ignorance of 


orientation 


the entrepreneurial 
management and 
risk handling. Hence, 


orientation (EO) plays an important role in towards 


explaining the growth and development of towards proactive 


firms (e.g., Covin & Slevin, 1988; Wiklund, 
1998, Wiklund & Shepherd, 2005). In the 
past decades, much research has been done 
on the entrepreneurial orientation (EO) 
and firm growth and development (e.g., 
Miller, 1987; Stevenson, 1996; Richards & 
Barnett, 2004). Researchers make studies on 
entrepreneurial orientation (EO) on a basis of 
multiple dimensions, which mainly include 
innovativeness, risk-taking, and proactiveness 
(e.g., Lumpkin & Dess, 1996; 2005; Covin & 
Slevin, 1996; Miller & Friesen, 1986). Review 
of the current literature points out that, in 
the existing theory on _ entrepreneurship 
orientation, the main shortcomings consist 


modification of the current entrepreneurial 
orientation theory is a necessity, and can 
be accomplished by the proposal that 
entrepreneurial orientation can be explained 
along the dimensions of innovativeness, 
proactive risk handling, and management 
professionalisation. These three dimensions 
are the so-called 3D of EO. 


ENTREPRENEURIAL ORIENTATION (EO) 
AND 3D OF EO 

Miller (1983) appears to offer the earliest 
operationalisation of the entrepreneurial 
orientation concept. Miller the 
construct of entrepreneurial orientation 


clarifies 
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when he defines an entrepreneurial firm 
as one that “engages in product marketing 
innovation, undertakes somewhat risky 
ventures, and is first to come up with 
proactive innovations, beating competitors 
to the punch” (Miller, 1983). 

With this principle of entrepreneurial 
orientation defined, quite a number of EO 
definitions were put forth and empirical 
research was carried out based on_ this 
EO definition. For example, Wiklund 
(1998) defines the construct of EO as 
“the CEO’s strategic orientation reflecting 
the willingness of a firm to engage in 
entrepreneurial behaviour”. So, as Wiklund 


and Shepherd (2003) discussed in their 
newest EO research, EO refers to a firm’s 
strategic orientation, capturing specific 


entrepreneurial aspects of  decision- 
making styles, methods, and_ practices. 
As such it reflects how a firm operates 
(Wiklund & Shepherd, 2003). Following 
this principle, Kreiser, Marino, and Weaver 
(2003) assess the psychometric properties 
of the entrepreneurial orientation scale in 
a multiple country analysis. And Richard 
and Barnett (2004) conducted a study on 
cultural diversity in management, firm 
performance, and the moderating role of 
entrepreneurial orientation dimensions 
(Richard & Barnett, 2004). Deriving their 
work from the principle of entrepreneurial 
orientation, Aloulou and Fayolle’s definition 
of EO refers to a firm’s strategic orientation, 
capturing specific entrepreneurial aspects 
of decision-making styles, methods, and 
practices (Aloulou & Fayolle, 2005). 

In brief, innovativeness is in this 3D 
of EO research defined as ‘the propensity 
to engage in new idea _ generalisation, 
experimentation and R&D activities by 
introducing new products, processes, degree 
of innovation, and entering of market’. 
(Zhan Jun & Deschoolmeester, 2001). 
Through the combination of the definitions 
of proactiveness and risk handling, proactive 
risk handling is defined as ‘the readiness 
and preparedness in face of business 
risks or uncertainties while making risky 


resources commitments’. By combining 
what has been explained on management 
and professionalisation, | management 
professionalisation is essentially defined 
in this research to be ‘a propensity for a 
procedure, within which series of managerial 
activities or performance are expected to 
be accomplished according to professional 
standards’ (Zhan Jun & Deschoolmeester, 
2003). 


GLObAL ENTREPRENEURSHIP 

MONITOR (GEM) MODEL 

Global Entrepreneurship Monitor (GEM) 
is a conceptual framework linking 
entrepreneurship to economic growth. Over 
the previous years, entrepreneurial framework 
conditions have been studied within GEM 
model. The assumption is that the framework 
conditions make up the general context in 
which new venture creation is stimulated or 
constrained, and more favourable framework 
conditions should encourage the blossoming 
of entrepreneurial activity within a country 
and region (GEM executive report for 
Belgium, 2003). 

While entrepreneurship originates at 
the individual level, realisation is achieved 
at the firm level. Start-ups or innovations 
are vehicles for transforming personal 
entrepreneurial qualities and ambitions 
into actions. At the macro level of industries 
and national economies, the 
entrepreneurial activities constitutes a 
mosaic of competing experiments, new 
ideas and initiatives. This competition leads 
to variety and change in the market — that 
is, a selection of the most viable firms, their 
imitation and a displacement of obsolete 
firms. Entrepreneurial activity hence 
expands and transforms the productive 
potential of the national economy by 
inducing higher productivity and an 
expansion of new niches and _ industries 
(Caree & Thurik, 2002). The conceptual 
framework of the GEM takes a slightly 
different angle. It analyses the success of 
large firms advancing market opportunities 
for SMEs and the role of entrepreneurship 


sum of: 


The contextual determinants behind the entrepreneurial behaviour within 3D of EO 11 





in the enterprise creation/growth 
process as the main mechanisms driving 
macroeconomic growth along with their 
complementary nature. 

The argument of the GEM 
conceptual model is that national economic 
growth is a function of two parallel sets of 
interrelated activities: those associated with 
established firms and those related directly to 
the entrepreneurial process. Activity among 
established firms only explains part of the 
story behind variations in economic growth. 
The entrepreneurial process may also account 
for a significant proportion of the differences 
in economic prosperity among countries. 

When considering the nature of the 
relationship between entrepreneurship and 
economic growth, it is helpful to distinguish 
between entrepreneurial opportunities 
and entrepreneurial capacity. What drives 
entrepreneurial activity is the perception of 


central 


Table 1: Entrepreneurial Framework Conditions 


entrepreneurial opportunities, | combined 
with the skills and the motivation to exploit 
them. When opportunities are met with this 
kind of skill and motivation, the outcome 
is the creation of new firms and, inevitably, 
the destruction of existing firms — new firms 
frequently displace inefficient or outmoded 
existing firms. This process of Schumpeterian 
“creative destruction” is captured in the model 
by business churning. Despite its negative 
connotation, creative destruction actually 
has a positive impact on economic growth 
as declining businesses are phased out as new 
start-ups competitively manoeuvre their way 
into the market. These dynamic transactions 
occur within a particular context, which is 
referred to in the GEM conceptual model as 
Entrepreneurial Framework Condition, in 
which nine dimensions of entrepreneurship 
are defined as “Entrepreneurship Framework 
Conditions”. 





Financial Support 


The extent to which financial support and resources are accessible for new and 
growing firms, including grants and subsidies. 





Government Policies 


growing firms. 


The extent to which regional and national government policies in terms of taxes, 
government regulations and administration discourage or encourage new and 





Government 
Programmes 


The presence, accessibility and quality of direct programmes to assist new and 
growing firms at all levels of government — national, regional and municipal. 





Education and 
Training 


The extent and quality of training in starting or managing small, new, or 
growing businesses in the educational and training system at all levels — from 
primary school to postgraduate courses. 





Research and 
Development 
Transfer 


The extent to which national research and development leads to new 
commercial opportunities, and whether or not R & D is available for new, small 
and growing firms. 





Commercial and 
Professional/Legal 
Infrastructure 


The availability, accessibility, quality and cost of commercial, accounting, and 
other legal services, institutions and general sources of information that allow or 
promote new, small or growing businesses. 





Market Openness/ 
Barrier to Entry 


The extent to which commercial trading arrangements are stable and difficult 
to change, thus preventing new and growing firms from competing with and 
replacing existing suppliers, subcontractors and consultants. 





Access to Physical 
Infrastructure 


The accessibility and quality of physical resources such as communication, 
transportation, space, rent and natural resources for new and growing firms. 





Cultural and Social 
Norms 








The extent to which existing social and cultural norms encourage individuals to 
try new ways of conducting business or economic activities. 





Source: Kauffman Centre for Entrepreneurial Leadership, 2001 
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RESEARCH METHODOLOGY 

The theoretical framework of 3D of EO 

To explore how entrepreneurship contextual 
conditions affect the entrepreneurs’ 
behaviour within 3D of EO, the GEM model 
is taken as a framework within which the 


=< 





os framework conditions: 
. Financial support 
Government policies 


major contextual determinants are clarified. 
By investigating how the major contextual 
determinants influence the entrepreneurs’ 
behaviour within each dimension of 3D on 
EO, the causal factors that lead to the similar 


or different behaviour can be uncovered. 








Government programmes 
Education and training 
R&D transfer 





Entrepreneurial behaviour in the 
dimensions of 3D of EO 





. Commercial and legal infrastructure 


bd Internal market openness 








° Access to physical infrastructure 
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Figure 1: Entrepreneurship framework conditions and entrepreneurial behaviour 


Research strategy 

A case study is an empirical inquiry that 
investigates a contemporary phenomenon 
within its real-life context (Yin, 1981la, 
1981b). In this 3D of EO research, study of 
the evidence on entrepreneurial orientation 
is implemented at a preliminary, exploratory 
stage by a comparison of a limited number 
of entrepreneurs or managers from Belgium 
and China. The evidence on the influence 
of the contextual determinants towards the 
entrepreneurs’ behaviour is investigated in 
its context at a firm level. 


Population 

The population of organisation in this 3D 
of EO research is small and medium sized 
enterprises from Hebei, China, and from 
Flanders, Belgium. Since there is no clear 
agreement on the specification of small 
and medium sized enterprises in terms of 
firm size, in this research, to control the 
research setting, some requirements are 
demanded. For instance, the entrepreneurs 
from the firms with an employment of 
200 to 800, in existence of at least 10 to 20 


years in the manufacturing industry, and 
with similar products and/or services, can 
be the subjects of this research. 


Sampling scheme and unit of analysis 

Within this large population, this research 
uses a purposive sample, as is generally 
the situation in case’ study and other 
qualitative research. The research used 
a ‘most similar design’ in cross-national 
research (Pasquero, 1993). This design is 
particularly appropriate for small samples 
and quite useful to compare entrepreneurs 
from both countries. The samples, taken 
from Flanders, Belgium and Hebei, China, 
must be comparable with each other, being 
of similar size, and preferably in the same 
type of industrial activity and with at least 
similar types of products and/or services. As 
a result, entrepreneur groups (entrepreneurs 
and their collaborators including owner- 
managers, managers, or key personnel, etc.) 
of the small and medium enterprises in 
both countries are sampled in the research, 
and entrepreneur groups are the units of 
analysis. 
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Table 2: General Information on the Firms Interviewed 





G 





The Flemish A Cc 
firms 

Ownership Family owned Family owned 
status 


Interviewees 


General 
manager and 


General 
manager and 


Family owned 


General 
manager and 


Family owned 


General 
manager and 


Family owned 


Vice general 
manager and 








sales manager sales manager vice general sales manager production 
manager manager 
Industry Plantation and _ Diesel engine Textile Metal stamping Home _ use 
forestry machinery and electronic 
spare parts appliance 
Total 200 450 300 200 320 
employment 
The Hebei B D F H J 
firms 
Ownership State owned Private State owned Private Private 
status 
Interviewees General General General General General 
manager, manager and manager, managerand manager, and 
and finance vice general and the sales vice general sales manager 
manager manager manager manager 
Industry Plantation and _ Diesel engine Textile Metal stamping Home _ use 
forestry machinery and electronic 
spare parts appliance 
Total 350 580 410 350 420 
employment 





Generalisation and Validity 

Generalisation can only be performed if the 
case study design has been appropriately 
informed by theory, and can _ therefore 
be seen to add to the established theory 
(Rowley & Farrow, 2002). That is to say, 
generalisation of a case study is determined 
by the quality of the theory established for 
the case study. 

In this research, the 3D of EO for 
entrepreneurial orientation study was put 
forth on the basis of an extensive literature 
existing theories on 
the research of entrepreneurship and the 
entrepreneurial orientation. Significant 
results achieved from the literature 
review indicate that the entrepreneurs’ 
management-oriented propensity is 
somehow neglected by the existing 
entrepreneurial orientation research. 
The existing research is inactive towards 
empirical findings that entrepreneurs are 


review of both the 


not merely risk takers, but risk handlers. 
So, management professionalisation and 
proactive risk handling were taken as two 
major redefined dimensions of the 3D of 
EO. Moreover, on the basis of sufficient 
studies of the existing knowledge and 
theory on management, on 
and professionalisation, on proactiveness 
and on risk taking, 
professionalisation and _ proactive risk 
handling were respectively defined and 
their constructs were explained. The 
sufficiency of the 
literature review greatly ensures the ‘quality 
of the theory established for the case study’ 
(Rowley, 2002). So, analytical generalisation 
in the 3D of EO research can be made 
accessible. The 3D of EO research seeks 
in-depth information on the phenomenon 
under study — the entrepreneurs’ behaviour 
along the 3D of EO, and on the environment 
where the phenomenon exists — why the 


profession 


management 


extensiveness and 
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entrepreneurs behave along the 3D of 
EO. The generalisation that the 3D of EO 
research expects is more ‘analytical’ than 
‘statistical’. 

Content validity is the internal validity 
concerned with how well the measurement 
covers the research problem. In this 3D of EO 
research, the field research is implemented 
after the conceptual foundation of the 3D of 
EO has been developed. From the conceptual 
foundation the key indicators from each of 
the three dimensions are clarified. And the 
questions either in the interview guidance 
or in the questionnaires are pre-constructed 
around these key indicators. The research 
questions in both interview guidance 
and questionnaires have been completely 
determined, and the concept of 3D of EO 
has been fully developed. Thus content 
validity depends on the operationalisation 
of the key indicators. Through this way, 
research questions can be explored with 
more relevance. 

Another internal validity type is construct 
validity, which refers to the validity of the 
measurement instrument. To guarantee the 
construct validity, in this 3D of EO research, 
questions in both interview guidance and 
questionnaires are formulated according to 
the key indicators that are clarified while 
building up the conceptual basis of the 3D 
of EO. The indicators are fully embedded 
in the questions in the measurement 
instruments, and the coherence is achieved 
between the indicators and these questions. 
Thus, complete utilisation of the questions 
in interviews helps to secure the construct 
validity. 


Dimensional comparison is a method of data 
analysis 

In this 3D of EO study, a scheme with a 
focus on the evidences within the three 
dimensions and entrepreneurship contextual 
conditions serves as the ground on which 
focused data gathering and analysing are 
thus made available. As a result, dimensional 
comparison is employed. The reasons why 
dimensional comparison is chosen in data 


the 
effectiveness of cross-case patterns dealing 


analysis include the expectation of 


with a staggering volume of descriptive 
data in the case study. Thus, the danger 
is that investigators reach premature and 
even false conclusions as a result of these 
information-processing biases (Eisenhardt, 
1989). 

To avoid the possible danger, in this 3D of 
EO research, dimensional comparison was 
employed as a method of data analysing. 
In order to analyse the collected data, 
in this 3D of EO research, the researcher 
transcribed the tap recorded conversations 
interviews, categorised 
what was gained by questionnaires, and 
rearranged the information from the 
transcription and categorisation. With the 


from all the 


recordings transcribed, the responses from 
the entrepreneurs to the questions raised 
during the interviews were taken as the 
evidence that the research has been looking 
for. A complete presentation of the evidence 
a measure taken to overcome the 
subjective bias. Dimensional comparison, 
employed as a tool of rearrangement, 
helps to reduce the enormous volume of 
obtained data, to emphasise the evidence 
relevant to research questions, and to avoid 


was 


reaching either premature and even false 
conclusions or uncontrollable volume of 
descriptive data (Eisenhardt, 1989). 
entrepreneurship 
contextual conditions affect these 
entrepreneurs’ behaviour within the 3D of 
EO, the influence of the major contextual 
clarified in GEM model is 
investigated along each of the dimensions 
of 3D of EO. Thus, the causal factors behind 
the performance made by the Flemish and 
the Hebei enterprises can be made obvious 
and the question why the entrepreneurs 
take similar or different actions within the 
3D of EO can be made answerable. 
case study, 
been used 


To expose how the 


determinants 


To conclude, in the 
dimensional comparison has 
as a method for data analysis in order to 
produce a systematic display of the relevant 
improve the 


evidences and to research 
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quality. As Eisenhardt insists, “The idea 
behind these cross-case searching tactics is 
to force investigators to go beyond initial 
impressions, especially through the use of 


structured and diverse lenses on the data. 


These tactics improve the likelihood of 
accurate and reliable theory, that is, a theory 
with a close fit with the data’? (Eisenhardt, 
1989). 


3D of EO Comparison 


Maior contextual determinants 


Innovativeness 


Group 1 

Hebei enterprise B 
Hebei enterprise D 
Hebei enterprise F 
Hebei enterprise H 
Hebei enterprise J 


Findings 


Group 2: 

Flemish enterprise A 
Flemish enterprise C 
Flemish enterprise E 
Flemish enterprise G 
Flemish enterprise I 


Findings 


Summary of the findings from 
the two groups 


Summary of the findings from 


Proactive risk handling Management professionalisation 


Findings Findings 


Findings Findings 


Summary of the findings from 


the two groups the two groups 


Entrepreneurs’ behaviour in the dimensions of 3D of EO 
The influence of the contextual determinants on the entrepreneurs’ behaviour 


Figure 1: Data comparison and analysis 


RESEARCH FINDINGS 


The major 
that influence the 


contextual determinants 
Hebei entrepreneurs’ 
behaviour in the 3D of EO are interpreted 
sequence of innovativeness, 
proactive risk handling, and management 
professionalisation. The research findings 
show that the determinants are more 
obstructive than supportive and imply 
that the entrepreneurship conditions need 
improvement. Besides, the competences 
within most of the Hebei enterprises are 
their performance 


in a 


not contributive to 
within the 3D of EO. 


The major contextual determinants of 
innovativeness behaviour 
The research findings reveal a number of 


contextual determinants that affect the 


entrepreneurs and managers’ behaviour 
and effort with regard to innovation. These 
contextual determinants proved to be: 
level of R&D capability, difficulty 
accessing technology assistance and 
financial support, strategic perspectives 
for innovation, and less protective legal 
infrastructure. These determinants greatly 
obstructed the innovation effort made by 
the Hebei enterprises. 


lower 
in 


Lower level of R&D capability 

Since the economic reform was initiated in 
late 1970s and early 1980s, great economic 
achievement has been made in China. The 
policy of ‘Socialist Market Economy’ has 
activated the stagnated economy caused 
by the former centralised planning system. 
Ownership reform has rehabilitated the 
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vigour of the Chinese enterprises. However, 
in China, the level of R&D and technology 
development is still low. Generally speaking, 
compared with Western countries, China 
is not a country with strong competence 
in knowledge production and new 
technology development. The competence 
of conducting R&D is still weaker, and 
investment in R&D remains comparatively 
limited. To compete with the Western 
countries, it is evident that more effort 
R&D. Within this 
context, importation of new technology 
is an important approach to upgrade 
the technology within most Chinese 
enterprises, especially these in traditional 
manufacturing industries. Thus, in-house 
R&D and self-developed technology within 
the small and medium sized enterprises 
are not really encouraged by much 
support from the nation’s self-developed 
competence in technology and innovation. 
The prevalence of low R&D in the Hebei 
enterprises exemplifies the shortage of 
innovation competence of the country. 
Within the Hebei enterprises, less effort has 
been made in cultivating in-house R&D and 
self-developed technology. Although these 
Hebei enterprises operate in specialised 
industries, most of them lack the core 
technology that helps to develop unique 
advantages over their competitors. 


must be made in 


Limited accessibility of technology assistance 
and financial support 

Technology assistance and _ financial 
support are easily 
Hebei. Difficulty in accessing technology 
assistance and financial support obstructs 
innovation in the Hebei _ enterprises. 
China’s economic system is still evolving. 
Because of the changing economic 
system, many traditional channels of 
communication and relationship among 
government, public research institutes, 
and enterprises have been interrupted or 
altered. In the past, most enterprises in 
China were subordinates of certain state 


ministries or governments, 


not accessible in 


local and 


obtained information mainly from their 
regulators. The government then decided 
almost them 


everything for through 


planning. At present, China suffers from 
a low rate of commercialisation of new 
technology. Finding ways of increasing 
the effectiveness of technology transfer 
has 


to technology transfer still exist, 


therefore strategic implications. 
Barriers 
and enterprises have difficulty in accessing 
substantial technology information and 
assistance from government and research 
institutes. The research findings indicate 
that the effort made by the Hebei enterprises 
for the 
institutes is not encouraged because they 
their 


innovation and technology development. 


interaction with the — scientific 


cannot acquire substantial help for 


Strategic co-operation between the public 
research institutes and enterprises is far 
from perfectly established. 

Financial support is another obstacle. 
Without strong competence in in-house 
R&D and self-developed new 
the Hebei 
technology. However, the limited financial 
Hebei 


transfer. As a 


technology, 
enterprises rely on imported 
resources of the enterprises curtail 


technology result, less 
competence of in-house technology and 
R&D forces most of the Hebei enterprises to 
turn to purchasing technology from outside 
Yet, 


resources fails to supply the purchase with 


sources. insufficiency of financial 
adequate financial capital. Difficulty in 
accessing financial support from banks and 
government once again doesn’t facilitate 
of the Hebei 
enterprises have no choice but to rely on 


technology transfer. Most 


their own financial resources, and they 


cannot sufficiently invest in technology 
transfer and purchase of better machinery. 
As a result, their purchase of new technology 
and new machinery is restricted, and most 
of the Hebei 


actively towards 


enterprises cannot behave 
importation of new 


technology and new equipment. 
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Nearsighted strategic perspectives for 
innovation 
The evidence from the cases shows that, 
for the Hebei enterprises, innovation has 
been associated with strategic perspectives 
for long-term innovation. Short-term profit 
return, rather than long-term innovation, 
is the strategic focus of the entrepreneurs 
and managers. For the Hebei state-owned 
enterprises, this strategic perspective is 
evidently closely tied to government policy. 
Pursuit of short-term profit has been used 
as an expedient to survive competition. It 
is instant profit that has been emphasised, 
while long-term innovation projects have 
received much less attention. This strategic 
orientation affects their innovation effort. 
As has been demonstrated by _ the 
evidence, lack of strategic perspectives 
is another constraining determinant for 
the Hebei enterprises. Within the Hebei 
enterprises, emphasis is on instant profit 
return, and less strategic planning is made 
towards long-term innovation. According 
to the remarks made by the entrepreneurs 
from these Hebei private enterprises, profit 
earning and improvement of 
status are important for surviving the 
current intense competition. This strategic 
orientation to innovation has set back the 


financial 


intention to make a substantial investment 
in the innovation projects that are aimed at 
updating the future technology competence 
of the Hebei private enterprises. 

As indicated by the evidence from the 
interviews, for the state-owned enterprises 
(SOEs) in Hebei, innovation is 
to short-term profit return, rather than 
to long-term competence building. The 
local government’s manager appointment 
policy discourages the 
could favour the creation of a long-term 
competence, because of the fact that the 
managers’ performance is evaluated by the 
short-term profit return. This policy actually 
makes the managers reluctant to make an 
effort to innovate or update the technology 
that is aimed at long-term development 


oriented 


innovation that 


of their businesses. Generally speaking, 
technology transfer is a strategic measure 
for the company, and also constitutes a 
long-term project. In China, managers 
from state-owned enterprises generally put 
an emphasis on short-term performance. 
This may be largely due to government 
policy or general practices in the sense 
that the managers from the state-owned 
enterprises usually have a limited period 
of office. Consequently, they are interested 
in mature technology that can produce a 
short-term effect. In China, on the whole, 
most technology in consumer industries 
is 10-20 years behind that in developed 
countries (Liu & Liang, 2001). Even obsolete 
technology in developed countries can still 
bring some advantages compared to the 
technology being used in China now. Thus, 
for many enterprises, importing mature 
technology from developed countries is a 
shortcut that can result in fast short-term 
performance. In addition, some small and 
medium-sised state enterprises are reluctant 
to pay for technology transfer if no instant 
profit can be acquired. The evidence from 
the cases clearly reveals the constraint in 
this respect. 


Less protective legal infrastructure for 
innovation 

The difference in legal infrastructure 
influences the innovation behaviour and 
effort made by the entrepreneurs and 
managers from the two countries. The local 
legal infrastructure is not so conducive 
to the Hebei entrepreneurs’ effort made 
in implementing innovation and new 
technology. According to the evidence from 
the cases, less protection of intellectual 
property rights is revealed to be another 
impediment for innovation investment. 

As implied by the above evidence, the 
lower degree of regularity in competition 
and market is a determinant that makes 
some of the Hebei enterprises less devoted to 
R&D and new technology, even though they 
have the ability to develop new products. 


This is because they worry about the results 
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of their effort made for development of 
new products and new technology. The 
possibility of illegal imitation and copy 
of new products encumbers the intention 
and the endeavour made towards R&D 
and new technology. As a result, the legal 
infrastructure contributes less protection 
and promotion to the innovative activities 
within the Hebei firms. 

In China, protection of 
property rights is a serious obstacle for 
innovation. Enterprises in China have 
a very short history of operating in a 
market-orientated environment. The 
notion of intellectual property rights was 
introduced in China less than 20 years ago. 
Although China has passed several laws on 
the protection of these rights, the laws are 
far from satisfactory in meeting the needs of 
technology transfer or genuine protection. 
Many people, including enterprise 
managers, have not yet developed the 
concept of the protection of intellectual 
property rights. The laws themselves remain 
to be perfected. Disputes about intellectual 
property rights have frequently occurred in 
the last few years, and illegal imitation of 
new products and violation of brands have 
not been effectively put under control. Less 
perfection in legal infrastructure makes the 
Hebei enterprises that 
capability reluctant to make more effort for 
R&D and developing new products. 


intellectual 


have innovation 


The major determinants of proactive risk 
handling behaviour 

As indicated by the 
from the cases, on proactive risk handling, 
there are several differences with regard to 
the behaviour taken by the entrepreneurs 
and managers from both countries. The 
behavioural difference in handling risks is 
a consequence of the impact of contextual 
factors and the capability and resources 


evidence obtained 


within the enterprises. The contextual 
determinants revealed in this research 
mainly include: business operational 


competence, venture capital funding and 
technology assistance, education system 


and government support, and _ legal 


infrastructure and government localism. 


The improved operational competence 

The evidence obtained from the cases clearly 
indicates that improving the operational 
competence of the Hebei enterprises has 
promoted their capability of proactive 
handling operation risks, and the Hebei 
enterprises have developed a competence 
of taking proactive measures in handling 
most of these risks from operation. 

The free market economy in China 
has developed Chinese enterprises. In 
recent years, the world could witness the 
economic development in China. 
an international point of view, China has 
become the ‘factory of the world’, and its 
progress in achieving manufacturing power 
has been noticeable on an international 
scale. The manufacturing capability of the 
‘factory’ is basedon the overallimprovement 
of the manufacturing competence of the 
Chinese enterprises, although China is 
not a country with a strong competence of 
knowledge production and hi-technology, 
and most Chinese enterprises are engaged in 
manufacturing low added-value industrial 
products for the world. With advantages in 
labour cost and resources, China has indeed 
advantages in manufacturing industry over 
worldwide competitors. For example, in 
the traditional industry, Chinese products 
have a high level of price competitiveness. 
As China acts as a main manufacturer in the 
world, the manufacturing capability in this 
country has been substantially updated. In 
this context, the Hebei enterprises generally 
have been equipped with a considerable 
manufacturing capability, and they have 
developed a competence strong enough to 
effectively handle most operational risks. 

Furthermore, there is a severe increase of 
competition in the domestic market. The 
Hebei enterprises struggle to survive the 
competition. They have to take measures 
to strengthen their operational competence 
and to ensure that their operations are free 
from detrimental risks. The competition 


From 
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from the market has, in fact, stimulated 
the enterprises’ pre-cautiousness against 
possible damage from risks so that their 
capability of handling operational risks 
is improved. Remarkably, most of the 
Hebei entrepreneurs begin to realise that 
a proper handling of production risks is 
a prerequisite. Due to the improvement 
of the operational capability, the Hebei 
enterprises handle most production 
problems in advance. Therefore, with 
the improvement of the operational 
competence in the Chinese manufacturing 
industry, the Hebei enterprises have made 
progress in proactively handling production 
risks. Although most Chinese enterprises 
in the manufacturing industry are engaged 
in low-level production earning limited 
processing fees, it is worthwhile to notice 
that their ability of proactively handling 
the production risks has been notably 
improved. 


Insufficient venture capital funding and 
technology assistance 

Less financial support, especially scarcity 
of venture capital, retards the Hebei 
enterprises from taking proactive measures 
in handling business risks. In China, the 
venture capital market is far less developed 
and the channels for financial resources 
are more limited. For most enterprises 
that intend to go public, the entrance 
amount is too high and the restrictions 
are too tight. Therefore, most Chinese 
enterprises, especially SMEs, are unable to 
access financial support from the venture 
market. In this developing country, lack of 
external financial support is a determinant 
hampering business development. Most 
Chinese enterprises have to depend upon 
their own financial resources or financial 
resources they can access — due to the fact 
that most Chinese enterprises, especially 
the SMEs, have been’ unfavourably 
discriminated by banks in _ applications 
for financial aid and due to the fact that 
there is financial inadequacy in Chinese 
enterprises, especially in those small and 


medium sized enterprises. Risk capital from 
formal venture investors can scarcely be 
found. Meanwhile, underdevelopment of 
the system of informal venturing capital 
in this country makes financial assistance 
even less available. What makes matters 
worse is that within the Hebei enterprises, 
the financial support provided by the 
government is very limited, and risk capital 
supplied by the government is rare. In fact, 
the Hebei enterprises have not much access 
to financial support. Therefore, insufficiency 
of financial supply and limited accessibility 
to risk capital obstruct these enterprises 


from handling these risks _ effectively. 
Moreover, to stabilise the financial 
environment, the central government 


in China has taken serious measures to 
control the informal financial investment. 
Rigidity of the policies discourages effective 
utilisation of financial resources in society, 
and absorbing these financial resources 
becomes even more difficult. 

Technology assistance is another major 
determinant that influences the behaviour 
of handling the technology-related 
For the Hebei enterprises, less technology 
assistance has impeded utilisation of 
proactive measures in handling this risk. 

Although notable improvements have 
been achieved in the Chinese manufacturing 
industry, China is not a country with a 
strong capability of knowledge production. 
For many years, China’s expenditures for 
R&D have been far behind the averages 
of the United States and the EU countries. 
For most Chinese enterprises, R&D transfer 
or importation of new technology is the 
main source for their technology update. 
However, the fact that less effectual help 
in terms of R&D transfer and technology 
diffusion has been available from the 


risks. 


external research institutes restrains most 
Chinese enterprises from effectively solving 
technology-related risks and problems. 
Thus, less strength of R&D and technology 
development in China not only results in the 
low-level industrial production that most 
of Chinese manufacturers are engaged in, 
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they also retard the enterprises’ competence 
to effectively handle technology-related 
risks as well. What is more, most of the 
Hebei enterprises operate in a situation in 
which their capability of in-house R&D 
is weaker and technology storage is more 
limited. Their capability of new technology 
development is not strong enough to be 
technologically proactive. Thus, they have 
difficulties in proactively controlling risks 
from introducing new products and new 
technology — even though they can foresee 
these risks and their possible impact. As 
a result, those unfavourable conditions 
make most of the Hebei enterprises unable 
to proactively handle technology related 
risks, especially when new technology is 
introduced in these enterprises. They handle 
the risks passively, and their measures taken 
are reactive rather than proactive 


Less effective educational system and limited 
government support 

The current education system and _ less 
government support for education are 
determinants constraining _ the Hebei 
enterprises from taking proactive actions 
against the risks from shortage of personnel 
expertise. Most of the Hebei enterprises lack 
a long-term perspective for the education 
and knowledge storage needed for future 
competition. 

Labour supply is an essential part of the 
business environment for small, medium 
sized and large enterprises. The availability 
of appropriately skilled workers will always 
be significant for all kinds of enterprises, and 
if enterprises face problems in obtaining a 
sufficient labour supply, there will always 
be a risk that will hamper the growth of the 
enterprise. In the current competitive and 
complex economic environment, human 
capital is increasingly recognised by both 
countries and by business organisations as a 
key engine for growth and competitiveness. 
Although the Chinese government has 
realised the importance of education to the 
national competitiveness, and has claimed 
to promote education many years before, 


substantial actions have not been made till 
late 1990s. 

The Chinese educational system was 
established on a Soviet model, and the 
problems caused by the planned economy 
also exist in Chinese education, especially 
in its higher education. Additionally, the 
Chinese education has been experiencing 
a shortage of investment. Lack of finances 
has been a problem constraining its 
development. In the late 1990s, the 
Chinese Educational Ministry reformed 
the system of entrance examinations for 
higher education, which was in service 
for more than 30 years. Since the early 
1990s, the Chinese universities have 
enrolled many more students than in 
previous years. The consequences of this 
system reform for the overall society were 
a topic among the Chinese academia. The 
often-heard criticisms include expensive 
expenditure in higher education, reduction 
in the quality of education, and prevalent 
unemployment of university graduates. 
However, large enrolment has provided 
the Chinese higher education system with 
much more financial resources than before; 
it has ostensibly supplied the domestic 
labour market with more adequate higher 
educated human resources. 

As a consequence of the educational 
reform, the higher education in China 
has become industrialised. The higher 
educational structure, to some extent, has 
been re-oriented towards profit hunting, 
and there is less consideration of the actual 
demands from the Chinese enterprises, 
let alone the shortage of expertise badly 
needed to gain momentum for the future 
competition of this country. As a result of 
this education policy, the higher education 
system has lost its proactive considerations 
in preparing qualified graduates that are 
demanded by the enterprises. Therefore, 
the enterprises are short of technicians with 
special expertise, and graduates who are not 
really needed by the enterprises continuously 
graduate from _ universities, despite the 
difficulties in finding suitable jobs. 
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What is more, the education in this 
largest developing country cannot really 
play a role in promoting the skill and 
qualification of the overall labour force. 
Few education and training programmes 
within the manufacturing industry have 
been initiated to update the qualification 
and skills of the labour force. Obviously, the 
educational conditions in Hebei or in China 
are not contributory to the improvement 
of knowledge competence building. In 
addition, due to the insufficiency of 
finances and the entrepreneurs’ reluctance 
to make investments for necessary 
education, the employees in most of the 
Hebei enterprises have been provided with 
limited education and training. Within 
this context, the current production of the 
Hebei enterprises is carried out by a labour 
force that actually lacks substantial skill 
training and qualification improvement. 
Seeing the surplus in labour market, the 
Hebei entrepreneurs and managers are less 
active in taking actions to improve the 
skills and the knowledge of the employees 
in their enterprises — although they have 
noticed that their production has _ been 
impeded by a shortage of special expertise. 
Due to the lack of perspective of long-term 
development, the Hebei enterprises are 
reactive towards risks from shortage of 
personnel with expertise. Therefore, the 
‘nearsightedness’ of the Hebei entrepreneurs 
and managers neglects the necessity of 
improving the skills and qualifications of 
their employees — the ostensible excessive 
supply in the labour market encourages 
their passiveness in handling the risk 
from shortage of technical expertise. To 
make matters worse, the industrialised 
higher education in China is less helpful 
to improvement of skill and qualification 
and building up future knowledge-based 
competitiveness of the country. 


Less supportive legal infrastructure and 
detrimental government localism 

Legal 
localism are 


infrastructure and government 


exposed in this research 


to be the determinants that hinder the 
Hebei entrepreneurs from taking proactive 
measures in handling business risks. Less 
protection from the legal infrastructure 
and abuse of government localism makes 
proactive measures taken by the Hebei 
enterprises less effective in handling risks 
like illegal infringements, payment delay, 
and business fraud. 

In China, the legal 
established with Chinese characteristics. 
The Chinese authorities have set up laws 
and regulations to create regularity in the 
market and competition in the past years 
— these laws and regulations have given 
direction and supervision to the operation 
of the Chinese enterprises. Over legally 
compulsive issues, the Hebei enterprises 
can proactively handle the risks from 
changes of laws and regulations because 
of the dominant position of the central 
government. 

Localism, however, - still 
a determinant destructing the legal 
infrastructure in China. Prior to the 
economic reform in 1978, China had a 
highly centralised fiscal system. All the 
tax revenue collected had to go to the 
central government first. The planning 
commission of the central government had 
the authority to decide the expenditure of 
the local governments and allocate revenue 
from the central pool. Such a system 
separated tax revenue and expenditure 
at the level of local governments, and 
provided little incentive for local protection 
or even local production. Since 1978, fiscal 
decentralisation has been introduced, 
governments to 
retain a percentage of the revenue collected, 
and therefore provides them with a strong 
incentive to protect local industries. 

The decentralisation has, indeed, made 
remarkable achievements in speeding up 
local or regional economic development, 
but for the meantime it has stimulated the 
awareness of localism as well. 
is not carried out by imposing tariffs or 
setting quotas on inter-regional trade, but 


infrastructure 1s 


exists as 


which allows the local 


Protection 
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rather by administrative decrees that are 
designed ostensibly for other purposes. 
Thus, some laws and regulations made by 
the central government have been executed 
with discount. For example, the Chinese 
central authority has stressed protection 
of intellectual property by promulgating 
a number of laws and regulations. But the 
effect of these laws and regulations is far 
from being perfect. This is because some local 
governments have their own considerations 
to protect regional economic development 
and local interests. These considerations 
produce, to some extent, indulgence of the 
irregular activities committed by the local 
enterprises. As a result, the consideration 
of the local interest harms fairness of 
nationwide competition, and thus the laws 
and regulations cannot completely enable 
regularity and fairness to be established in 
market and competition. 

Irregularity in the market and in the 
competition is intractable. The legal 
infrastructure fails to protect competition 
and business. operations. In this 
environment, intellectual property cannot 
be seriously respected by competitors, and 
brand violation and illegal copy are not rare 
among competitors in the same industry. 
Price war is often employed by competitors 
to get the upper hand. Marketable products 
are vulnerable to vicious imitation. What 
is more, the irregularity in the legal 
infrastructure, to some extent, results 
in invalidity of the proactive measures 
taken against the possible risks like fraud 
or dishonesty in business transactions; 
the irregularity in the market and in the 


competition makes business operating 
more risky and more difficult. Within 
a legal infrastructure with Chinese 


characteristics, the Hebei enterprises are 
unable to handle risks from violation of 
brand in advance, despite the fact that all 
of the Hebei enterprises can anticipate such 
risks. Consequently, the defective legal 
infrastructure in Hebei or even in China is 
detrimental to the development of Chinese 
enterprises as a whole. 


The major contextual determinants of 
management professionalisation From the 
research findings, it is obvious that some 
contextual determinants constrain or 
support the behaviour and effort made for 
management professionalisation in the 
Hebei enterprises. The major contextual 
determinants proveto be: economic reform 
policy and economic system, strategic 
towards an unpredictable 
market, government policy on manager 
appointments, professional infrastructure 
and the managerial competence of the 
firm. 


perspectives 


Constructive economic reform policy 

The economic reform in China is one of 
the greatest events that have significant 
influence on the Chinese economic 
structure. Although the economic reform 
has been accomplished in a gradual and 
moderate manner, the enterprise system 
reform conducted in late 1990s has had 
a profound impact on the management 
structure of Chinese enterprises — especially 
on small and medium sized enterprises. 
With an earnest intention to improve the 
performance of Chinese enterprises, the 
Chinese government adopted a_ policy 
to reform the current enterprises system. 
While keeping large enterprises under 
state control, the Chinese government 
decentralised the management authority 
and even privatised the ownership of 
small and medium sized enterprises. The 
ownership reform, which was carried out 
to privatise numerous small and medium 
sized enterprises, allowed for an upgrade of 
their management system. 

For the entrepreneurs and managers from 
small and medium sized enterprises, change 
of ownership has aroused a stronger sense of 
responsibility for their businesses; thus more 
consideration has been given to strategic 
development, production effectiveness and 
efficiency, financial performance and so 
on. It is rational to see that the economic 
reform has agitated the endogenous motive 
of these entrepreneurs and managers from 
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private businesses to employ professional 
measures in management. 


Nearsighted strategic perspective on an 
unpredictable market 

‘Nearsightedness’ in strategic perspectives 
concerning an unpredictable market is an 
obstacle to the professional management 
of the Hebei enterprises. The economic 
reform in China instilled dynamics in the 
market and revitalised the enterprises. The 
current market competition is more severe 
than what most of the Chinese enterprises 
experienced in the initial stage of the 
reform. Nevertheless, the ‘Socialist Market 
Economy’ policy, which has 
the Chinese economic reform substan- 
tially, was promulgated less than 10 years 
ago. A lot of improvements have to be 
made to the business environment and the 
market competition, and more regularity 
is expected from Chinese 
activities. The dynamic and less orderly 
environment provides Chinese enterprises 
with opportunities while at the same time 
it creates confusion. In face of the market 
dynamic, the enterprises do not like to 
lose business opportunities, they 
make efforts to exploit the possible profit. 
Confronted with increasing competition 
and a less regular market, some enterprises 
do not have a clear view of their strategic 
orientation unpredictable 
market and competition. Although the 
Hebei entrepreneurs and managers from 
private enterprises intend to regulate a 
strategy, and effort has been made in 
this respect, in practice, opportunistic 
performance is more than perseverance in 
long-term development, and 
profit is more emphasised than strategic 
development. ‘Nearsightedness’ in strategic 
perspectives and a decreased capability to 
conduct long-term strategic development 
are never contributory to professionali- 
sation in strategic management. Within 
this context, the Hebei enterprises cannot 
completely have strategic management 


influenced 


business 


and 


towards an 


short-term 


conducted with involvement of more pro- 
fessional measures. 


Less perfect professional infrastructure 
Lack of 
another 


infrastructure is 

constraining 
professional management in the Hebei 
enterprises. Although reform 
has been carried out for 
China, and much improvement has_ been 
made to the economic infrastructure, the 
economic infrastructure in this country 
is not developed to a level at which 
professional assistance can be made easily 
available. Less availability of assistance 
from professional organisations retards 
professionalisation in management of 
the Hebei enterprises. As demonstrated 
by the research findings, deficiency of 
professional consultant agencies, which 
can provide professional information on 
market and business environment and 
solutions of management problems, retards 
the progress of professional management. 
Scarcity of useful information about market 
trends and environment changes restrains, 
to some extent, professional practice in 
strategic management. In some Hebei 
enterprises, strategic decisions are made on 
a basis of individual discretion rather than 
a conclusion achieved through professional 
methods. Shortage of management 
institutes makes the Hebei enterprises 
finding solutions of management problems 
difficult, and their production cannot be 
completely regulated through professional 
measures that can further improve the 
efficiency and quality. Additionally, the 
help from the government and from 
professional trade associations is not 
adequate and substantial enough to meet 
the demands of the Hebei enterprises that 
intend to enter the international market, 


professional 
determinant 


economic 
decades in 


and there is less professionalisation in 
marketing management. Conclusively, 
less available help from the — current 


professional infrastructure in China and 
in Hebei impedes the utilisation of more 
professional measures in Hebei enterprises. 
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Weaker managerial competence within the 
hebei enterprises 
A lack of managerial competence is, 
of course, another major obstacle that 
restrains professional measures 
Hebei enterprises. In 
the era of a former centralised economy, 
Chinese enterprises operated by following 
the former Soviet model, the production 
of most Chinese enterprises 
conducted to meet the market demand, 
but followed a government plan. Within 
the planned economy system, Chinese 
state-owned enterprises lacked flexibility in 
the marketplace; they did not develop the 
competence to compete in a free market 
economy. Moreover, the 
enterprises are national property; their 
managers do not have any real authority 
to change the stereotyped management 
structure. Thus the management system 
remained without fundamental changes or 
improvements until the economic reform 
was made. 

Compared with international standards, 


from 
utilisation in the 


was not 


state-owned 


the Chinese state-owned __ enterprises 
are notorious for their low efficiency, 
high production cost, and lower profit 


return. Management improvement and 
technological innovations have been slack. 
Besides, the state-owned enterprises in 
the machinery industry are characterised 
by outmoded management, obsolete 
or  obsolescent technology, long 
production cycles. Due to low-skilled labour, 
stereotype management and obsolescent 
technology and equipment, it is difficult 
for the state-owned enterprises to develop 
and manufacture profit-earning 
products. Their inventories have been on 
the rise, causing a slow turnover of capital. 
Moreover, the state-owned enterprises owe 
debts to each other, making the shortage of 
capital increasingly severe, and employees 
are redundant in 
enterprises. Broadly speaking, most of the 
state-owned enterprises are characterised 
by less improved management, obsolete 


and 


new 


most state-owned 


technology and weak market competence. 
Therefore, the private enterprises that have 
transformed from the state-owned status 
actually have not received much ‘heritage’. 
Instead, they have to make efforts to get 
rid of the problems that have accumulated 
during the period of planned economy. 
The research findings clearly show that 
noticeable progress has been made in the 
management professionalisation of the 
Hebei enterprises. However, improvement 
is still expected. The Hebei enterprises, for 
example, still have difficulty in completely 
adopting professional measures in their 
management, especially in technology 
management and strategic management. 
Their management capability is challenged 
by the problems, either unsolved or recently 
created. Compared with Western countries, 
China does not havea long history of market 
economy, and the Chinese enterprises still 
need time to develop their capability to 
cope with the competition triggered by the 
economic reform. 


Conclusively, the empirical evidence 


revealed in this research indicates that 
Chinese economic performance has 
profound impacts upon the performance 


of the Hebei enterprises. The contextual 
determinants come from the external 
and the internal. Through economic 


reform initiated more than 20 years ago, 
the performance of the Hebei enterprises 
are oriented to market demand. The 
market competition pushes these Hebei 
enterprises to improve business operational 
competence, and their progress achieved 
in production management and proactive 
handling the risks from operation is 
noticeable. Therefore, economic reform 
policy and improvement on 
operational competence are the only two 
determinants revealed to encourage the 
Hebei enterprises to take active actions in 
proactive risk handling and management 
professionalisation. 

However, the entrepreneurship 
contextual conditions in Hebei are not 
so favourable, and the empirical evidence 


business 
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shows that a great improvement is expected 
in order that the problems regarding to 
lower level of R&D capability, difficulty 
in accessing technology assistance and 
financial support, strategic perspectives 
for innovation, and less protective legal 
infrastructure can be solved. In fact, 
greatly obstructed 
the innovation effort made by the Hebei 
enterprises. 

The contextual determinants influencing 
Hebei enterprises’ proactive risk handling 
are revealed to be venture capital funding 
and technology assistance, education 
system and government support, and legal 
infrastructure and government localism. 
The major contextual determinants for 
the performance in the dimension of 
management _ professionalisation prove 
to be: strategic perspectives towards an 
unpredictable market, government policy 


these determinants 


on manager appointments, professional 
infrastructure and __ the managerial 
competence of the firm. 

Due to the less effective and less 


encouraging contextual conditions, the 
Hebei enterprises have been retarded to 
make remarkable performance within the 
3D of EO, especially in the dimension of 
innovativeness, the lack of in-house R&D 
and_ self-driven development make the 
Hebei enterprises difficult 
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ABSTRACT 


pe siya a aac Ste a gh a tM ca a aaa ce ae ps asf 


ss fase a mt ta haat a eg et ea aa it a aa a a ine i en eat atc ae 


Retailers know the cherry picking consumer as a shopper who goes from store-to-store, 


buying only items that are specially priced. This perception raises various questions for a 
retailer: who are cherry pickers; how do they behave; and, how does this behaviour impact 


on retailers? 


distance that consumers travel to do grocery shopping and whether geographical influences 
play a role in customer behaviour concerning store switching and location. 

The study will enable retailers to benefit from this form of consumer behaviour by taking 
a proactive approach towards store switching and store location. 


INTRODUCTION 


Retailers know the cherry picking consumer 
as a shopper who goes from store-to-store, 
buying only items that are specially priced. 
This perception raises various questions 
for a retailer: who are cherry pickers; 
how do they behave; and, how does this 
behaviour impact on retailers? Secondary 
research conducted by Urbany, Dickson 
and Sawyer (2000) and Hoch (2004) show 
that customers are loyal to stores for many 
loyal 
choice, some are loyal because both parties 


different reasons: some are from 
have invested time and effort in building a 
relationship, while some are loyal because 
their needs are met or exceeded, and others 
because the relationship is profitable to 
both sides. A number of factors play a 
part in influencing the loyalty and the 


commitment of customers, such as the 
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quality and value of your core offering, 
levels of customer satisfaction, ‘elasticity’ 
inherent in the sector or product category, 
other competitors in the market, and even 
social, demographic and _ geographical 
influences. 

The aim of this article is to examine the 
relationship between cherry picking and 
the distance that consumers travel to do 
grocery shopping and whether geographical 
influences play a role in customer behaviour 
concerning store switching and location. 

Crocker (2005) defines cherry picking as 
“selecting the best or most desirable” The 
term is used to describe both buyer and 
seller behaviour. Sometimes the 
describes sellers who are selective about 
which customers they serve. The term also 
describes the behaviour of buyers who are 


phrase 


selective about which products or services 
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they purchase at what locations and prices. 
In both seller and buyer contexts, cherry 
pickers opportunistically take the best and 
leave the rest. 

This article focuses on the buyer-side of 
cherry picking in the context of grocery 
shopping and compares the behaviour 
of consumers who switch 
location and whether geographical 
influences play a role in customer behaviour 
concerning store location compared to 
visiting a single store. 

The research article will 
literature review, the problem statement 
and the study’s specific research objectives, 
results of the study and recommendations. 
The research will also reveal future research 


stores and 
store 


discuss the 


needs. 


REASON FOR THE STUDY 
Limited research has 
concerning cherry picking, store switching 
and location in the marketing and retail 
sector. This is evidenced in the limited 
knowledge available about store switching 
and location behaviour. This study attempts 
to clarify certain perceptions concerning 
store switching and location behaviour to 
establish whether a relationship between 
cherry picking and the’ distance that 
consumers travel to do grocery shopping 
exist. 

The objectives are important elements in 
a dissertation, which give direction to the 
study. These will be discussed next. 


been conducted 


ObjECTIVES OF THE STUDY 


Retailers can be severely affected by cherry 
picking and store switching and need a 


thorough understanding of what influences and 


constitutes such behaviour, which could 
lead to a substantial competitive 

advantage in the retailing market. To 
achieve the objectives of the study, the 
main aim of this article was to determine 
whether a relationship between cherry 
picking and the distance that consumers 
travel to do grocery shopping exists 


whether geographical influences play a role 


and 


in customer behaviour concerning store 

location and store switching. To attain 

the objective of this article, the following 
hypotheses were drawn: 

H!l There is a_ correlation 
customers who price shop over time 
and consumers who price shop across 
stores between cherry picking and the 
distance that consumers travel to do 
grocery shopping. 

H2: There is a_ significant relationship 
between store switching and _ store 


between 


location. 


LIMITATIONS OF THE STUDY 

The demographic profile of the respondents 
is not representative of the South African 
context. This could be attributed to the 
context of the study, the greater Tshwane 
area, and the specific malls that were 
targeted. 


LITERATURE REVIEW 

Cherry picking and customer loyalty, store 
switching and location, and cherry picking 
and the distance travelled will be briefly 
discussed. 


Cherry picking and customer loyalty 

Cherry picking means taking the best and 

leaving the rest (Fox & Hoch, 2003). Cherry 

picking is described as a continuum much 

like a shopper’s degree of price sensitivity. 

A shopping trip 

cherry picking if two or more grocery stores 

are visited on the same day. Customers are 

loyal for different reasons, namely: 

e some are loyal from choice, 

* some are loyal because both parties 

have invested time and effort in 

building a relationship, 

* some are loyal because their needs are 
met or exceeded, and 

° some because the 


is therefore classified as 


relationship is 
profitable to both sides. 


This paper focuses on  buyer-side cherry 
picking in the context of grocery shopping 
and compares the behaviour of consumers 
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who cherry pick by switching grocery 
stores and location of the stores. Consistent 
with economic theory of search, the 

propensity to cherry pick is found to be 
inversely related to shoppers’ transaction 
and inventory holding costs, both due to 
demographics (e.g., working women, age, 
income, household size, home ownership) 
and geography (distance between nearby 
stores). 


Store switching and location 

Secondary research (Halbritter, 2005, 

Carter, 2005, Fox & Hoch. 2003) reveals 

that consumerscan cherry pick in at least 

two related ways. First, each week they can 
buy their entire market basket at the retailer 
where they get the best deals. To the extent 
that competing retailers promote non- 
identical items, store switching across weeks 
increases the number of cherry picking 
opportunities compared to consumers who 
are store loyal. Moreover, the transaction 
costs associated with switching stores across 
weeks do not seem to be much greater than 
those incurred by _ store-loyal shoppers, 
assuming that travel costs to the 
from which they choose are similar and 
that consumers switch often enough to be 
adequately familiar with store layouts. 
Second, shoppers could engage in a more 
extreme form of cherry picking where store 
switching occurs within weeks. In this case, 
customers split their market basket across 
stores within a week (potentially on the 
same day) to benefit from deals offered by 
different stores. Gauri, Sudhir and Talukdar 

(2005:1) observe three types of cherry 

pickers, namely: 

e Those who cherry pick through price 
searching over time, indicating that 
these consumers may be store loyal 
but still price sensitive and thereby 
delaying their shopping over time, but 
still doing it at the same store. 

¢ Customerscan cherry pick through 
price searching across stores, which 


stores 


implies that customers still do all their 


shopping on one day but, based on 
price, shop across different stores. 

e Cherry pickers can be customers who 
shop both across 
time. What constitutes cherry picking 

this study 

and our definition of such behaviour 


stores and over 


behaviour is central to 


will form the foundation for all the 
findings. 


The distance travelled by the shopper 

The cost of shopping also increases with 
the distance the shopper must travel to 
the store, reflecting the time and/or direct 
cost of transportation. We cannot measure 
travel distance for specific shopping trips, 
however, because we do not know with 
certainty where each trip originated and 
what route the shopper took. Thus, we 
must treat travel distance as a household 
trait, rather than a state variable. If we 
make the simplifying assumptions that (i) 
all trips originate from home, and (ii) the 
shopper travels from the first store visited 
directly to subsequent stores without 
intermediate stops, then the 
between the closest and next-closest stores 


distance 


reflects the cost of an incremental store 
visit. We therefore hypothesise that there 
is a negative relationship between the 
probability of cherry picking on a given 
shopping trip and the distance between 
the closest and next-closest stores to the 
consumer’s home. 

Loyalty cards and their influence on 
store switching and store location seems 
to be not the prime reason for choosing 
a particular store, while factors such as 
price, quality, service, and convenience 
contribute fostering loyal 
shoppers, according to consumer research 
food and grocery. A number of factors play 
a part in influencing the loyalty and the 
commitment of customers, such as the 
quality and value of your core offering, 
levels of customer satisfaction, ‘elasticity’ 


inherent in the sector or product category, 


more to 


other competitors in the market, and even 
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social, demographic 
influences. 

To achieve the objectives of the study, the 
main aim of this article was to determine 
whether a relationship between cherry 
picking and the distance that consumers 
travel to do grocery shopping store exists 
and whether geographical influences play 
a role in customer behaviour concerning 
store location and store switching. The true 
definition of cherry pickers needed to be 
studied. Therefore the following hypotheses 
were formulated. 
Hl: There is a 

between store 


and geographical 


significant relationship 
switching and _ store 
location. 

H2: There is a correlation 
customers who price shop over time 
and consumers who price shop across 
stores between cherry picking and the 
distance that consumers travel to do 
grocery shopping. 


between 


Next the research methodology used in this 
research will be explained. 


RESEARCH METHODOLOGY 
Secondary and primary 
used to gather information. The main 
secondary sources used were journals, 
articles, press reports, and books. The main 
source of primary data was questionnaires. 
The sampling, data collection methods, 
measures and inferential statistics of the 
study will be highlighted. 


sources were 


Sampling 

The target population of this study was 
grocery shoppers where grocery shopping 
can be defined as shopping for food, toiletries 
and detergents excluding bread and milk. 
These sample elements were targeted in 
the context of shopping malls through 
the use of mall intercepts and interviewer- 
administered personal interviews. Mall 
intercept surveys are a variation of in-house 
personal interviewing that involves 
engaging shoppers in a shopping centre, 
qualifying them and thereafter conducting 


the interview. This form of survey is more 
flexible than in-house personal surveys 
and the interviewer also has full control 
of the interviewing environment. This 
form of interviewing is most useful in 
concept testing like cherry picking (Tustin, 
Ligthelm, Martins & Van Wyk, 2005:152). 

Leedy (2004:18) distinguishes between 
probability samples and non-probability 
samples, the difference being that, in the 
case of probability sampling, the probability 
that any member of the population will be 
included in the sample can be determined, 
while in non-probability sampling this 
probability cannot be specified. In this 
study probability sampling was used. A 
sampling frame was obtained of shopping 
malls in the greater Tshwane area where 
specific shopping malls were selected based 
on convenience and a wide LSM spread. 
A relatively representative sample was 
obtained through targeting shopping malls 
for various LSM groups in different areas of 
Tshwane. 

A realised sample size of 176 was obtained 
from a target sample size of 250 with 100% 
of the questionnaires being usable. This 
could be attributed to the use of personal 
interviews as a data collection method. The 
data collection method will be discussed in 
greater depth in the following section. 


Data collection 
The questionnaire was pre-tested through 
10 quasi interviews where respondents 
were selected based on convenience and 
respondents were scanned through only 
allowing the “main family grocery shopper” 
to participate. 
Data were collected over a_ three-day 
period at 10 different shopping malls 
through the use of personal interviews 
as a survey method. A wide spread of 
respondents were targeted through 
conducting the survey at different times 
each day — morning, afternoon and early 
evening. Personal interviews are generally 
regarded as the best survey method in 


testing concepts (Tustin, Ligthelm, Martins 
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& Van Wyk, 2005:155) like cherry picking. 
In-house knowledgeable interviewers, with 
an academic background, were used _ to 
decrease the likelihood of interviewer bias. 
No incentives were used to gain a higher 
response rate. 


Measures 

The this study 
(location) was measured through the use 
of Likert-type scales as opposed to the 
demographic variables, like respondent 
income and age, whose questions delivered 
only nominal data. The basic scale design 
therefore consisted of a Likert-type scale 
with five scale points (with labels ranging 
from strongly agree to strongly disagree) 
and 11 scale items. This scale was found to 
be highly reliable with a Cronbach’s Alpha 
of 0.7. The constructs measuring cherry 
picking behaviour as price searching across 
time and price searching across stores were 
measured using similar scales with five scale 
items. These two scales were also found to 
be reliable. No items on any of these scales 
were reverse scored. 


main construct of 


Inferential statistics 

In this study the researchers want not only 
describe the sample data such as means, 
standard deviation and proportions but 
they wish to make inferences about the 
population based on what was observed 
in the sample. Inferential statistics allow 
researchers to make inferences concerning 
the true differences in the population 
(Tustin et. al., 2005). 

The dataset is further augmented by 
locations of panel households and grocery 
stores. These locations allow us to compute 
travel distances both from shoppers’ homes 
to stores and between stores in order to 
assess the relationships between geographic 
variables and cherry picking. Therefore the 
following null and alternative hypotheses 
can be formulated: 

HO: » #10 km 
H2: uw =10 km 


The research findings of the research will 
be highlighted next. 


Research findings 
Descriptive and inferential statistics were 
used to test the hypotheses in this study. 


Descriptive statistics 

The sample in this study consisted of 67 
per cent females and 33 per cent males 
with the average age of between 24 and 28 
years. A relatively diverse spread of language 
across respondents was obtained with most 
respondent’s' preferred language being 
Afrikaans (40%), English (17%) and North 
Sotho (15%). This demographic variable is 
greatly influenced by the province (Gauteng 
— where North Sotho is a commonly 
spoken language) and city (Pretoria — where 
Afrikaans origins date back to the settlers). 
It is also influenced by the race of the 
respondents which was distributed as 45 per 
cent African, 52 per cent white, 2 per cent 
coloured and 1 per cent Indian. 

Two important characteristics are evident 
from the study. First, 20 per cent of the 
sample does not cherry pick at all. Second, 
the distribution is heavily skewed with 
a long right tail. Thus, most households 
are on the low end of the cherry-picking 
continuum. The mean and median of 
the per cent cherry-picking distribution 
are 7.7% and 4.2%, respectively, while 
households in the top decile cherry pick on 
32.0% of shopping trips. Though they may 
not seem compellingly large, these statistics 
belie the fact that each cherry-picking trip 
is made up of multiple store visits. If we 
consider the visits, 
counts, we 
find that the mean and median are 13.2% 
and 8.2% respectively, while the top decile 
cherry picks on 49.3% of visits. 


distribution of store 


which reflect retailer traffic 


Cherry picking behaviour 

As described earlier, cherry picking occurs 
when a consumer visits two or more grocery 
stores on the same day. The response of the 
study is shown below in figure 1. 
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33% 


Fig 1: Cherry picking behaviour 


Fig 1 
households of cherry picking trips 
percentage of all the household’s shopping 
trips. 20 per cent of the sample does not 
cherry pick while households are less 
likely to go cherry picking when there is a 
working adult female in the family only five 
per cent of the sample. Presumably because 
it is more costly for them to spend time 
shopping for groceries. Senior citizens (>65 
years old) are less likely to be employed 
outside of the home and so have more time 
to invest in shopping. Therefore if there 
is a senior citizen in the household this 
increases cherry picking by 22 per cent. 

Homeownership also implies _ greater 
inventory carrying capability. This further 
implies that home-owning households can 
take advantage of the greater number of 
discounts available through cherry picking 
because they have more opportunity to 
accelerate purchases by forward buying. 
As indicated in figure 1, homeownership 
increases the propensity to cherry pick by 
about 33 per cent. 

Wealthy households are assumed to have 
higher opportunity costs and are less price 
sensitive. Indeed, household income has a 
negative impact on per cent cherry picking 
and only three per cent of the respondents 
indicate that they sometimes cherry pick. 
Whereas larger and low-income households 
are assumed to be more price sensitive and 


shows | the distribution across 


as a 


Do not cherry pick 
@ Senior citizens 

CO Homeownership 

O Wealthy households 


@ Larger and low-income 
households 


G Travel distances and 
times 


will switch stores, because they have to 
spend a greater proportion of their income 
on groceries (budget constraint), while 15 
per cent of the respondents indicated cherry 
pick because they have greater returns to 
price search by virtue of purchasing scale. See 
figure 1. 

Travel distances and times also exert an 
influence on cherry picking propensity. 
Although we find no effect for how close 
the nearest store is to the home, there is 
a negative effect for the distance from the 
nearest to next-nearest store. We take this 
as evidence that the household considers 
the incremental cost of the extra store visit 
(which can be very low if nearby stores are 
close together or more costly if not) against 
the expected benefit of the additional 
discounts available if that extra store visit 
is made. Figure 1 shows that each extra 
kilometre between stores decreases per cent 
cherry picking by about 5 per cent. 


Consumer loyalty 

As noted in the secondary research, 
customers are loyal for different reasons 
and some are loyal because they feel they 
have invested time and effort in building 
a relationship with the staff of the retailer. 
In question 4 of the questionnaire the 
respondents were asked how loyal they 
are to their grocery store. The response is 
indicated in table 1. 
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Table 1: Descriptive data of the customer 












































Frequency Valid per cent Cumulative per cent 

Valid Not loyal 17 10.12 10.12. 

Indifferent 34 25.6. 35.18 

Very loyal 108 64.29 99.47 

Total 168 100.0 100.0 
Missing System 8 
Total 176 
Table 1 indicates that 64.29 per cent of the The respondents were grouped into 


respondents are loyal to their stores while 
only 10.12 per cent reveal that they are not 
loyal to their stores. This response shows 
that most of the respondents are loyal to 
their stores. Store location will be discussed 
next. 


Store location 

Most respondents (65 per cent) agreed that 

they remain loyal to stores conveniently 
not change 

further from 


located to them and will 
stores even when a store 
them offers a product cheaper than their 
regular store. This response indicates that 
these respondents will not cherry pick 


even if another store offers lower prices. 


Store switching 

The respondents asked whether 
they would switch from their usual store 
prices were offered at another 
store, thus price shopping across stores. 
Of the respondents, 34.1 per 
strongly disagreed that they would switch 
if that store offered 
cent of the 


were 
if lower 
cent 
to another store 


prices. While 32 per 
respondents agreed that they would switch 


lower 


stores if another store offered lower prices. 
23.8 per cent of the respondents indicated 
that they were indifferent to lower prices 
and store switching and would not switch 


stores. 

This question was further analysed to 
establish whether race has an influence 
on the respondent’s perceptions 


concerning price shopping across stores. 


African, white, coloured and Indian. More 
respondents of the African group, 47.4 per 
cent, strongly disagreed that they would 
price shop across stores, compared to 42.2 
per cent respondents of the white group 
who strongly disagreed that they would 
price shop across stores. 33.3 per cent of 
the 
disagreed that they would price shop across 


coloured group respondents strongly 


stores. The response disclosed interesting 
information as 100 per cent of the Indian 
group respondents strongly agreed that they 
would price shop across 
to 34.4 per 
and 31.1 per cent of the white group. No 


stores compared 
cent of the African group, 
respondents of the coloured group agreed 
that they would price shop across _ stores. 
The 23.8 per cent of the respondents who 
were indifferent to price shop across stores 
consists of 19.2 per cent of the African 
group, 26.7 per cent of the white group, 
66.7 per cent of the coloured group and 
none of the Indian group. 

The study established that respondents 
of the African group would have less of a 
tendency to price shop across stores than 
any of the other groups. This group shows 
that they are less prepared to cherry pick 
than any of the other groups. 

H1 = There is a significant correlation 
between store switching and _ store 
location 

The response of the hypothesis is shown 


in table 2. 
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Table 2: The Pearson correlation 
(STORE IN Q5) is Total: price shop across 
conveniently located stores 
(STORE IN Q5) is Pearson Correlation 1 .073 
conveniently located Sig. (2-tailed) 348 
N 167 166 
Total: price shop across | Pearson Correlation 073 1 
stores Sig. (2-tailed) 348 
N 166 175 




















Table 2 shows that the Pearson correlation 
indicates a perfect correlation of 1 at a 
significant level of 0.05 2-tailed. When 
conducting the z-test, HO1 was rejected thus 
accepting Hal. Therefore, by accepting Hal, 
one may conclude that there is a significant 
correlation between store switching and 
store location. 

The study also seeks to establish how 
far the respondents would be prepared to 
travel for products on special or offered at 
lower prices. The respondents who would 
price shop across store indicated that they 
would be prepared to travel 10 km for lower 
priced products. 

The study aims to show that there is a 
significant cherry 
picking and the distance that consumers 
travel to do grocery shopping. The following 
hypotheses were formulated. 

HO2: u#10km 
Ha2: w=10 km 


correlation between 


When conducting the z-test, H02 
rejected, thus accepting Ha2. Therefore, by 


was 


accepting Ha2, one may conclude that there 
is significant correlation between cherry 
picking and the 
travel to do grocery shopping. 


distance that consumers 


DISCUSSION 

The study aimed to examine the relationship 
between cherry picking and the distance that 
consumers travel to do grocery shopping 
and whether geographical influences play 
a role 
store switching and location. 


in customer behaviour concerning 


Tshwane consumers indicated that there 
is a relationship between cherry picking 
and the 
prepared to travel to do grocery shopping. 
Geographical influences also play a role 
in customer behaviour concerning store 
switching and location. 


distance that consumers are 


Summary of research findings 

Most respondents indicated an average 
income of between R 5 000 and R 15 000 
(43%), or less than that (39%). The average 
amount that respondents spend on grocery 
shopping is R | 560 stating that, on average, 
the cherry pickers are prepared to travel 10 
km for products on special or offered at 
lower prices. 


Managerial implications 

Knowledge regarding store switching and 
store location behaviour will enable retailers 
to get more sales from their price-sensitive 
shoppers and increase their market share 
of the industry. Retailers need to know 
how cherry picking affects them. Cherry 
picking store-switching behaviour 
vary depending upon whether the 
is the shopper’s primary grocery outlet or 
a secondary grocery outlet. The reasoning 
for this analysis is that it is one thing to 
be a shopper’s primary store, where every 
so often the shopper cherry picks your 
competition and so spends a bit less money 
at your store than on a single-store trip. It is 
another thing to be a secondary store, the 
one which is actually being cherry picked. 
Not only does the shopper fail to spend 


and 
store 
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as much in your store, but when she does 
patronise it, she opportunistically buys 
more sale items. For each household, we 
designated as its primary store the grocery 
chain at which the household spent the 
most money over the two-year period. All 
other stores were designated secondary 
outlets. 

Much of the savings on cherry picking 
trips is due to the purchase of more 
promoted items, where these savings are 
subsidised by manufacturer discounting. 
Thus, the burden of cherry picking is borne 
by both retailer and manufacturer, with 
manufacturers selling more on deal as a 
result. Also of interest to manufacturers, 
cherry pickers are not’ brand loyal. 
Returning to the retailer’s perspective, 
households that cherry pick more often 
also. have more family members and so 
consume more goods, suggesting that 
cherry picking households may generate 
more retailer revenues. In fact, the cherry 
picking households spend RI 576/month 
while households that cherry pick less 
frequently spend only R1 498/month. 

The research indicates that, as long as a 
retailer advertises products, opportunism 
in the form of cherry picking is inevitable. 
While retailers must make broad offerings, 
they can also find ways to embrace this 
segment. Cherry pickers tend to cherry 
pick the second store they visit when 
shopping two stores in a single day. At 
the second store they are buying less and 
buy at a higher discount. Cherry pickers 
are more vigilant shoppers that pay lower 
prices, but are nevertheless a segment large 
enough to matter to retailers. Fox (2005) 
advises the retailer not to marginalise 
cherry pickers. This is price competition 
with other retailers; therefore, the retailers 
want to have the most attractive offers and 
weekly ads. Retailers should want to offer 
the things people want and care about, 
while being competitive in the process. The 
current study shows that not much research 
has been done in South Africa about cherry 
picking. 


Recommendations for future research 

The research has indicated that insufficient 
research has been done on the loyalty cards 
system and its influence on cherry picking 
and store switching. Future research should 
focus on furthering the findings of this 
article. 

Future research may 
comparative study between South Africa and 
the United States of America to determine 
whether South Africans or Americans are 
more prone to cherry picking or not. 


also include a 


REFERENCES 

Aalto-Setala, V., & Raijas, A. (2003). Actual 
market prices and consumer price 
knowledge. Journal of Product and Brand 
Management. Vol 12, No 3. pp 180-192. 

Alba, J.W., Mela, C.F, Shimp, T.A. & 
Urbany, J.E. (1999). The effect of discount 
frequency and depth on consumer price 
judgements. Journal of Consumer Research. 
Vol 26, September, pp 99 —114. 

American Marketing Association. (2004). 
Cherry picking. [Online] Available from: 
http://www.marketing power.com/ 
mg-dictionary-view541.php [Accessed: 
2005/02/23]. 

Carter, B. (2005). The facts of cherry 

picking. [Online] Available from: www. 

findarticles.com. [Accessed: 24/02/2006]. 

Crocker, D. (2005). Cherry picking. [Online] 

Available from: wwwdnso.org. [Accessed: 


25/02/2006]. 
Fox, EJ., & Hoch, SJ. (2003). Cherry 
Picking. Journal of Marketing, 69(1). 


[Online] Available from: http://proquest. 
umi.com [Accessed: 24/01/2006]. 

Gauri, D.K, Sudhir, K. & Talukdar, D. (2005). 
“When” and “where” to cherry pick? The 
temporal and spatial dimensions of price 
search. [Online] Available from: www. 
google.com [Accessed: 24/01/2006]. 

Halbritter, J. (2005). [Online] Available 
from: www.findarticles.com. [Accessed: 
25/02/2006]. 

Leedy, P.D. (2004). ’Practical research”. Sixth 
Edition, London: MacMillian. 


42 International Retail and Marketing Review 





Tustin, D., Ligthelm, A., Martins, D. & 
VanWyk, J. (2005). Marketing research in 
practise. South Africa: UNISA Press. 

Pielke, S. Store switching. [Online] Available 
from: www.ucsusa.org. [Accessed: 


26/02/2006]. 


Urbany, J.E., Dickson, P.E. & Sawyer, A. G. 
(2000). Insights into cross- and within- 
store price search: Retailer estimates vs. 
consumer self-reports. Journal of Retailing, 
76 (2), 243-58. 


Finding sources of brand value: Developing a 
stakeholder model of brand equity 


Richard Jones 

Department of Marketing 
Copenhagen Business School 
Solbjerg Plads 3 
Frederiksberg 


DK-2000 

Denmark 

Tel: +45 3815 2159 
Fax: +45 3815 2101 
E-mail: rj.marktg @ cbs.dk 


ABSTRACT 


future research are presented. 


BIOGRAPHY 


Richard Jones is an assistant professor at the 
Copenhagen Business School. He carries 
research in the of marketing 
management and communication. His 
research is miulti-disciplinary; reaching 
across boundaries between communication, 


out areas 


organisation and marketing disciplines. 


INTRODUCTION 

Discussion of brands and brand equity have 
up until now been almost solely concerned 
with consumer 
number of recent publications have begun 


markets.'* However a 
to seriously look at the application of the 
brand concept and that of brand equity 
to business-to-business These 
works reflect the growing consensus that 
the branding concept is not only useful but 


markets.*° 


also powerful in examining and explaining 
relationships and value creation in all 
business relationships. 


These developments _ reflect two 
important trends in business in general 
and brand management in _ particular. 


This article reflects the current interest in brand research towards studying non-consumer | 
relations and their role in brand value creation. It presents a model of stakeholder equities 
as a tool for brand managers to assess the value of multiple stakeholders in relation to the! 
brand. A stakeholder brand value model is then developed to strengthen understanding of ; 
the sources of brand value. It is argued that brand value is co-created through interaction : 
with multiple strategic stakeholders. Considerations for brand mangers and suggestions for | 


First, the 
not just 


importance of relationships, 


relationship between the firm 
and consumers but also the relationships 
between businesses in B-to-B markets’ and 
to other stakeholders. Second, that brand 
equity in particular, and brand value in 
general, is not just created through a dyadic 
relationship, be it between the brand and 
the consumer or the industrial brand and 
the customer, but is a multifarious construct 
that is affected by, or is the sum of, a gamut 
of relationships.® 

These developments are occurring within 
the context of a more stringent requirement 
on managers to document the value of 
their activities and their contribution to the 
bottom line. There is a clear indication that 
financial performance is the key measure 
of success today. Firms need to be able to 
justify their activities and investments to 
shareholders in terms of value creation.?!° 
We appear indeed to be moving into an 
era of economic marketing or value-based 
marketing.!! 
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The brand manager is thus being 
challenged on two fronts: first, to broaden 
their of brand relationships to 
consider a range of different stakeholders 
where brand value is created. Second, to be 
able to assess and puta value on the worth 
of these relationships. 

Following the argumentation proposed 
by Vargo & Lusch’ that marketing is 
principally concerned with co-creation of 
value and relationships, and linking this to 
a stakeholder perspective on brand value, 
this article develops a model for brand 
managers that helps them to answer the 
fundamental questions asked of all 
brand managers: 1. Where does our brand 
value lie? 2. How is this value (co)created? 
The article begins by considering the 
challenges brand faces today. It then looks 
at the relationship between the concepts of 
brand value and brand equity, where it is 
argued that brand value concerns the study 
of how value is created, whereas equity is 
concerned with the 


view 


two 


measurement of this 
value. The article argues for a stakeholder 
approach to the conceptualisation and 
measurement of total brand equity. 
The process of identifying stakeholder 
value relations is presented as a way of 
understanding and prioritising stakeholders 
in relation to the development of a model 
of stakeholder-brand value. This 
used as a basis for suggesting a multiple 
approach to brand equity. Considerations 
for managers and implications for future 
research are presented. The model is holistic 
and attempts to incorporate a variety of 
current strains of thought in brand equity 
literature; the article is conceptual in its 
approach and is intended to 
further research on the development of a 
framework for assessment of total brand 
equity. 


is then 


stimulate 


SOME PRELIMINARY CONSIDERATIONS 
Before we look in depth at the questions 
posed above, it is worth dwelling on some 
of the challenges that face branding today. 


some discussion 
losing their 
marketplace’? and of their 
relatively poor financial performance,'* 
it is clear that established brands are 
facing great challenges to maintain their 
dominant position. Challenges that come 
from newly emerging brands, private 
labels and the increasing eclecticism or 
fragmentation of the consumer, from more 
stringent competition and _ expectations 
from financial markets for increased 
brand performance, and finally from 
consumer backlash against highly visible 
brand symbols. Brands may never have 
been stronger (in terms of brand equity 
valuations in any case), but so too are the 
forces that are working against them. 
Second, one of the responses to this 


First, while there is 
about whether brands are 


power in the 


is the increasing focus on _ corporate 
brands.'*'° In a market situation where 
product differentiation becomes more 


difficult, many companies are turning to 
their own identity as a way of building 
up brand personality; where the brand 
promise becomes the firm promise.'’ In 
such a situation brand equity becomes 
more closely aligned with the overall 
performance of the company. Equally 
significant is that measures of brand equity 
must move to encompass considerations 
and measures of corporate reputation; in 
such a situation brand equity encompasses 
more than just consumers or customers but 
a wider stakeholder base. 

Third, stakeholder theory tells us that 
the firm is reliant on a network of relations 
where the firm is obliged to the members 
of this network (egally, contractually 
and morally). Why, when talking about 
brand equity do we limit ourselves to 
considering only the customer? As Doyle 
points out, customer satisfaction is a very 
poor measure of profitability.'* Surely 
companies’ competitive advantage and 
profitability are often reliant on the many 
other relationships that develop inside 
and outside the firm. One of the current 
paradoxes in the branding literature has 
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emerged since the co-option of the resource- 
based approach to understanding and 
developing brand;!? this approach moves 
the firm explicitly away from customer 
orientation to a more introvert activity 
of identifying core competencies. Indeed, 
Michael Porter argued quite cogently that 
competitive advantage is achieved through 
quasi- (or real) monopolistic conditions;”° 
in other words competitive advantage is 
achieved through the 
the customer. While we should perhaps 
be more circumspect we question 
whether brand equity is only concerned 
with customer perceptions. Emerging ideas 
about channel equity shed some light on 
this area.?! 

Last, while we can attempt to identify 
the main source of brand equity, be 
it through customer loyalty, 
domination or whatever, it soon becomes 
apparent that this equity is reliant on a 
range of “external” factors, external that is 
to the traditional way of conceiving brand 
equity. Consider for a moment the effect 
of the news story that Royal Dutch Shell 
had been consistently overestimating its 
oil reserves at least as far back as 2001 and 
possibly 1997. Its “equity” with the media, 
never being strong, took a nose-dive, as 
did its credit rating with Standard & Poors. 
Another example is the current consumer 
backlash against Europe’s largest dairy 
concern, Arla. Arla has established a strong 
market position in the regional markets of 
Denmark and Sweden, with very strong 
brand awareness and loyalty (in terms of 
repeat buying), positive associations with 
its roots in the cooperative movement 
and high perceived quality. 
consumer backlash against its threatening 
monopolistic behaviour in relation to dairy 
farmers spurred on by media coverage is 
threatening the Arla brand name. In these 
cases brand equity is directly affected by 
the actions of two stakeholders that are not 
usually associated with the calculation of 
brand equity; in Shell’s case the media and 


marginalisation of 


can 


market 


However a 


credit rating organisations; in Arla’s case, 
the media and consumers. 

These factors point to the need for the 
branding literature to adopt more holistic 
ways of approaching brand equity; ways 
that incorporate an understanding of the 
relationships that the firm is involved in 
and which create value for the brand. In 
this respect we need to focus on where 
value is created, but also to incorporate 
an understanding of the 
relationships, ic. how value is created. 
The attempt to develop ways of assessing 
the sources and outcomes of brand equity 
is already underway in theory?*?* and 
in practice through value-based brand 
management systems; these represent the 
vanguard of attempts to better understand 
how brand creates value. The question 
remains however as to what sort of value 
are we aiming to measure and for whom? 
In order to answer this question we must 
understand what we mean by value: how 
it is created and for whom; and how 
value. This takes us to 


nature of these 


we measure this 
a discussion of brand value and _ brand 
equity. 


BRAND VALUE AND BRAND EQUITY 


In this section it is suggested that brand 
value considers the role of relationships in 
value creation and brand equity considers 
the assessment of the value that is created 
through these relationships. It is generally 
recognised that brands are important assets 
for firms.?>?° In a survey of the top 3 500 
companies in the US, Fortune magazine 
noted that intangible assets accounted 
for 72% of market value (compared with 
only 5% in 1978). Ambler presents a 
similar analysis where he notes that brand 
value accounts for an average of 50% of 
market value for major FMCG multibrand 
companies (and 81% for Nestlé).?” Indeed 
the value of the brand (as opposed to 
tangible assets) has been included in profit 
and loss statements of UK and Dutch firms 
since 2001. However this fact often takes 
us away from the real issue around brand 
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managing; it’s not the present value that 
is relevant for the manager but the future 
value and the securing of that value. As 
Ambler points out, many “confuse the 
asset, brand equity, with what the asset 
is worth, the brand’s valuation” (p.45).78 
Thus considerations of the current financial 
value of the brand take us away from the 
issue of what creates that value. 

For Ambler, value creation 
more diffuse process which is focused 
particularly on the value that the brand 
creates for a range of stakeholders. This 
he calls the “Total Equity” of the brand 
(p.49).”° For Ambler the issue is also the lack 
of adequate measurement of the brand’s 
equity, but here he clearly distinguishes 
the brand valuation (in financial terms 
akin to Interbrand’s valuation) and the 
brand as an asset. Indeed he is adamant 
that there is too much focus on cash flows 


is a much 


and too little on the identification of the 
source of the brand’s value. This is akin to 
other calls for more holistic approaches to 
the measurement of brand valuation*°*! 
and also in line with current stakeholder 
thinking. where company performance 
is linked directly to a multiple stakeholder 
approach. The difficulty of this approach 
is that it makes the measurement of brand 
equity uncertain and takes us away from a 
clearly defined success criterion: the bottom 
line. Thus, in the authors’ view, when 
considering brand value we need to focus 
on long-term brand value and the sources 
of that value rather than here-and-now 
value of the brand. For while Doyle is right 
in stating that “Top managers nowadays 
do not hold their jobs long if they do 
not increase the financial value of the 
firm. Strong brands, customer awareness, 
market share and satisfied customers are 
not goals in their own right, but means 
to create shareholder value” (p. 21),** the 
development and survival of the brand 
(and the creation of shareholder value) 
is dependent on an understanding of the 
value the brand creates for its stakeholders 
and the (often turbulent) context within 


which the brand exists. Thus, brand value 
must concern itself with looking at the 
sources of the creation and co-creation of 
value for both the firm and its stakeholders. 
Once an understanding of brand value is 
achieved we can look at specific measures 
of this value. 

Brand equity is used to define the value 
of the brand. Its specific definition however 
varies considerable in the literature. The 
most common approach to brand equity is 
as a measure of customer franchise,* that 
is the value of the brand from the point 
of view of the customer and the long-term 
financial consequences of this for the 
company. Broadly the existing literature 
can be divided into three categories:*° 
mental brand equity, that is the impact of 
the brand on the consumer’s consciousness; 
behavioural brand equity, that is consumers’ 
behavioural response to the brand (or that 
which can be directly attributable to the 
brand); and third, financial equity, which 
is the financial impact of the brand as 
expressed through ROI, profit, turnover, P/E 
ratio etc. Major research streams in relation 
to brand equity are concerned with brand 
recognition and recall;*’ loyalty, perceived 
quality, perceived quality and associations;** 
brand image*° and purchase intention / 
commitment.*! Brand equity is seen both 
in B-to-C and B-to-B markets in relation to 
rational and emotional responses to the 
brand,* that is about customers’ beliefs 
about and attitudes to brand attributes. 
While attributes lie within the brand, the 
brand equity concept attempts to translate 
these attributes in terms of the associations 
of the brand in the minds of the customer. 
However, it is the contention of this article 
that these measures of brand equity do not 
adequately incorporate new notions of the 
value of interaction and the co-creation 
of value. In recent years there have been 
attempts to examine brand equity across 
the entire value chain**. Brand equity 
measures, such as those outlined by the 
authors above, may encourage brand 
mangers to overly concentrate on the 
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surface of the brand, but not look at how 
the brand creates long-term value for its 
customers. Approaches to brand equity 
need to go beyond end-customers and 
their knowledge of the brand. Thus, for 
example, customer awareness is a necessary 
prerequisite for brand success, but does it 
give value in its own right? The e-tailer Boo! 
had a high level of brand awareness but 
this apparently did not contribute to brand 
value and ultimately was not a source of 
brand equity. Brand associations here and 
now can be positive, but what about next 
year or evennext month? Shell had a triple 
‘A’ financial credit rating, but the revelation 
that it had manipulated estimates of its oil 
reserves sent its credit rating nose-diving. 
Loyalty, as measured in terms of propensity 
to re-buy, may on paper look good, but 
does loyalty measure real commitment 
to the brand and, again, what will the 
situation be in a year’s time? Theory and 
practice present a series of challenges to 
traditional approaches to brand equity. 
First, there is a growing awareness of 
the need to consider customers’ overall 
experience with the brand,*+* this includes 
not only direct relations with the brand but 
also those through other channels, such 
as service experience through retailers, 
communication experiences through media 
coverage and market experience through 
market response to the brand. This has led 
some scholars to look at other relational 
aspects of the brand that contribute to 
brand equity.*°*”7 Given the challenges 
outlined at the beginning of this article, the 
prevalent approaches to brand equity need 
to be re-examined. In particular many of 
the assumptions about brand equity need 
to be re-thought. 

First, the assumption that brand managers 
create responses consumers is 
under fire. Interpretative work in_ this 
field***? suggests at least that consumers 
interpret brands to create their own social 
identity far apart from the meaning that 
the brand manager had _ intended.*°°! 
Additionally, for many brands consumer 


amongst 


involvement is so low that it is difficult to 
argue for the prevalence of consumer brand 
equity. 

Second therefore, the 
brand equity for many FMCG goods often 
lie outside the brand-consumer relationship. 
For instance for FMCGs it is often channel 
relations that are the critical factor. While 
premier brands such as Coca-Cola and 
Heinz are often categorised as “essential 
to have” by supermarkets, the majority of 
brands are reliant on supermarkets to give 
them the necessary access and exposure 
to the market. Indeed even brands such as 
Coca-Cola are just as reliant on the push 
factor of channel equity as on the pull 
factor of brand equity. 

Channel relations, including control in 
the distribution channel (either through 
direct ownership, franchise or contractual 
agreement) but also including social and 
relational aspects, act to ensure the proper 
channelling of the brand from the firm to 
the consumer. The use of the word “proper” 
is intentionally vague, since it must 
encompass characteristics that are peculiar 
to the brand, such as through service 
quality agreements, in-store placement 
and displays, knowledgeable sellers, etc. 
These ideas have been developed by a 
number of other writers under the terms 
customer, channel, reseller and marketplace 
equity.°?>5 

However, there are many other relations 
that are identified as being significant 
in the creation of brand value. Brodie et 
al. highlighted the increasing interest in 
relational aspects of brand equity. Much of 
this research has focused on the marketing of 
services, but also includes consideration of 
relationships in consumer packaged goods 
markets.°° Newer work looks at the value 
of corporate brands for both employees, 
customers and investors°’°* and reputation 
for customers and wider stakeholders.*?-°° 

Brodie et al. point to three broad areas 
of research into equities: Consumer-based, 
financially-based and relational equities.°! 
There is clearly an increasing awareness 
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of the importance of different relations 
in brand equity literature; relations that 
have previously been overseen. There is 
room for the consideration of more. When 
we talk for instance of channel equity, 
ie. the role of the brand in influencing 
the channel and vice versa, we could also 
look at issues such as reputation: is not 
reputation a viable equity? Likewise, the 
role of employees, especially in service 
companies, has long been recognised as an 
important corporate asset.® Likewise the 
increasing interest in corporate branding 
builds much of its argument on a human 
resource perspective of the firm, where 
external marketing communication is 
used to build up and maintain a consistent 
organisational identity. Is employee equity 
therefore not a relevant concept? 

There is clearly a need to develop a better 
understanding of brand performance 
and the factors that affect it. In this 
respect the developments in improved 
corporate governance are central. Trends 
towards openness in decision making 
and accountability both internally and 
to external stakeholders are creating the 
climate for stricter administrative and 
However, 
trend to 


financial control within firms. 
they are also exacerbating the 
greater external “interference” in the affairs 
of companies. Stakeholder theory has 
emerged as a challenge to our traditional 
conceptualisations of the model of the 
firm® and introduces us to the idea that 
the firm exists within a complex network 
of stakeholders. This challenge also faces 
brand management literature. Adopting 
a stakeholder approach to brand equity 
may allow us to better understand and 
monitor our brand performance against 
each stakeholder. 


A STAKEHOLDER APPROACH 

What can stakeholder theory tell us about 
equity? Stakeholder theory challenges the 
notion that firms exist only to serve the needs 
of the shareholders. It ascribes responsibilities 
to the firm towards a range of people and 


organisations outside the narrow range of 
institutionalised business relationships that 
normally define a firm’s sphere of interest. 
These responsibilities are defined in many 
ways based on legal, fiduciary or moral claims 
by the stakeholders. Stakeholder theory is 
often lauded as an important step towards 
corporate citizenship. However, regardless 
of whatever moral responsibilities may 
exist between the firm and its stakeholders, 
there is emerging a clear understanding 
that these “non-fiduciary” relationships 
can have profound impact on company 
performance. 

In relation to brand equity, the 
stakeholder concept gives us a much richer 
picture of sources of brand value and 
equity. It forces us to examine the range of 
relationships that the brand is engaged in 
and to recognise that brand equity is created 
through multifarious relationships. The 
stakeholder approach gives an important 
tool for managing these relationships but 
also a tool for providing an overview and 
prioritising those relationships that are 
strategically important. In terms of existing 
branding literature, stakeholder equity 
allows us to move away from an exclusively 
consumer or customer orientation. 

Take for instance the performance apparel 
manufacturer Helly Hansen. The brand 
established in 1877 has traditionally been a 
wholesaler to international and local sports 
and outdoor clothing retailers, where 90% 
of its turnover lies. Its market position as 
premium manufacturer of technologically 
advanced waterproof clothing and other 
apparel connected with outdoor sports and 
activities has established it as a leading, 
though classic brand in its field. Recent 
trends in the clothing industry, and the 
breakdown of traditional boundaries 
“fashion” fields 
brand’s position is threatened by brand 
extensions from brands such as Porsche and 
Hugo Boss.® Its reaction has been a major 
brand repositioning strategy launched in 
2003 whereby the firm is attempting to 
broaden its customer base and move into 
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the mass “lifestyle” category. Part of this 
strategy has been the re-launching of the 
brand’s homepage and the use of market 
communication techniques that appeal 
directly to the fashion-conscious consumer. 
While this strategy has had a positive effect 
on the brand and countless positive reviews, 
its business remains within the performance 
apparel category: it has been unable to 
effectively reposition _ itself 
markets. Using a stakeholder approach, 
it is apparent that the main barrier to the 
firm’s efforts is the attitude of retailers: 
while consumers and the media are positive 
about the re-positioning, retailers are not. 
The brand equity, as expressed in terms of 
brand associations, is entrenched in the 
view that the brand is a sports brand. While 
competing mass market brands such as 
Adidas and Nike have effectively expanded 
outside this category, Helly Hansen has 
difficulty in persuading its retailers about 
its new position. The stakeholder approach 
gives the manager a tool to assess brand 
equities across all its stakeholders to identify 
conflictual brand association and suggest 
where effort needs to be focused. 

More _ specifically, stakeholder theory 
encourages us to identify which stakeholders 
“canaffect or are affected by the achievement 
of the corporation’s purposes.” A 
cornerstone of the stakeholder literature is 
that organisational performance is linked 
to stakeholder relations.’”°7'”* In brand 
equity terms this invites us to consider 
the range of stakeholders who affect the 
creation (and destruction) of brand value 
and the nature of these relationships. As 
the above indicates, the value of a brand 
can lie in a range of relationships, many of 
which have a synergistic relation to each 
other. The challenge for the brand manager 
is to be able to effectively identify these 
and to understand and build up an overall 
picture of the sources of brand value. In 
their recent work de Chernatony et al. 
note that a triangulation of methods of 
measuring brand success provides a more 
powerful understanding of the sources of 
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brand equity.”> We must move away from 
the dyadic approach to looking at brand 
equity, i.e. between brand and consumer, 
by incorporating multiple stakeholders’ 
orientation in our consideration of brand 
equity. 


A STAKEHOLDER MODEL OF BRAND 
EQUITY 

The stakeholder model suggests two things: 
First, that multiple stakeholder relations are 
important sources of equity for total brand 
equity. In relation to each stakeholder group 
we can identify a specific measure of equity. 
For customers this is how we traditionally 
conceive of brand equity, in relation to 
public opinion and government it is often 
referred to as social capital, and so on. 
The performance of each relation becomes 
particularly relevant for the firm when it is 
assessing the value of each of these relations 
and whether to devote more / less resources 
to them. Second, that there are relations 
between these stakeholders and therefore 
between the individual equity equations. 
We have called it the daisywheel model of 
stakeholder equities since this illustrates the 
interconnectivity between stakeholders and 
between equities (figure 1). A daisywheel 
was the printing head of the old electronic 
typewriters. It consists of a central hub with 
each letter, number and symbol on the end 
of a lever such that the overall effect is of 
a daisy. The point here is that while we 
can look at each relation independently, 
in reality they are all connected, in terms 
of brand equity, through the “hub” of 
the brand. Thus, a brand might build up 
strong customer equity, but this can be 
undermined by negative media coverage, 
as with Arla. Likewise a brand might have 
poor customer equity, but if it has strong 
channel relations where it can dominate the 
distribution chain then who is to say that 
it has poor total brand equity? If we are to 
know anything about overall brand equity, 
we must be able to make assessment of these 
relations in terms of stakeholder equities. 
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Figure 1: Daisywheel model of brand equities 


Asan example we might consider the equity 
relations that are relevant for a hypothetical 
electricity generating company in a newly 
liberalised market. Traditionally the 
company has seen its major stakeholders as 
government and suppliers. In a nationalised 
market, output was determined by the 
national energy plan and thus predictable 
and secure. The industry was _ reliant 
otherwise on suppliers of heavy equipment, 
for example generating machinery, cables 
and transmission equipment. 

Today the situation is radically different. 
Here there is still a great deal of focus on 
government since the industry remains 
highly regulated. Also suppliers remain as 
stakeholders, but a new strategic focus on 
competitors and customers has emerged. 
The company not only competes on a 
free market for the sale of its product but 
it is also threatened by hostile takeovers. 
Likewise, its customers (the distribution 
companies) are now free to choose their 
suppliers. 

Beyond these primary stakeholders there 
are a number of important secondary 





ones.” In the newly liberalised market, it 
is important for the firm to create a strong 
image: to create a market position, to attract 
and retain employees, to bolster its share 
price to avoid takeover, and to maintain a 
good image with government, which can 
provide protection for the finn (legally or 
not) in the event of takeover threats and 
instability. This image is reliant not only 
on the maintenance of direct relations with 
these stakeholders but also with the image 
that the finn enjoys in broader society: 
NGOs, which might launch attacks on the 
firm’s sourcing policy (for example, the use 
of coal-fired power stations for their adverse 
affect on the environment), and broader 
public opinion and the media. 

Having identified key stakeholders, 
they next need to begin to assess their 
strategic significance according to their 
contribution to brand value. This process 
considers stakeholder-value relations and 
has three stages: stakeholder identification, 
stakeholder plioritisation and identification 
of the natureof the exchange (figure 2). 
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Figure 2: The process of identifying stakeholder-value relations 
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Stakeholder identification 

The first stage is to identify primary 
and secondary stakeholders as 
above, in other words which stakeholders 
contribute to brand value generally and 
which other stakeholders emerge in 
relation to specific issues.” In the case of 
the electricity-generating company, brand 
value is created through a strong customer 
franchise. Here we experience the newly 
privatised companies’ development of 
strong brand image: moving from zero 
branding budgets to developing highly 
visible brand identities in order to achieve 
a strong market positioning presence. But 
these strategies are not limited to customers; 
they are also explicitly directed at the range 
of stakeholders listed above. 
adequate funding for 
the firm needs to build up equity with 
its investors: they need to feel that their 
investments are worthwhile and will give 
an adequate long-term return. Here the 
role of the brand in building up investor 
trust has been traditionally underestimated 
in the literature in favour of focus on 
buyers. Another relationship that 
firm prioritises is that with government. 
Its continual operation in a_ regulated 
market means that it is directly affected 
by government regulation and legislation. 
Building up good relationships with 
governmental authorities at the national 
and European level are prioritised. 

Beyond these continual efforts to promote 
the brand to arange of primary stakeholders, 
the firm may be involved from time to 
time with other, secondary stakeholders. 
These will usually emerge around specific 
issues. In our example these can be issues 
regarding competition and competitive 
practices, proposed and actual changes to 
legislation, environmental effects, 
on. Around these issues new stakeholders 
may emerge. For the brand manager, brand 
equity may be reliant on having effective 
access to these stakeholders through 
established relationship (for 
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example, lobbying channels or stakeholder 
dialogue forums); often brand equity in 
these circumstances will be in the form of 
goodwill or social capital that is specifically 
linked to the (often corporate) brand and 
can be used to provide leverage in relation 
to the specific issue. 


Stakeholder prioritisation 
Then next step is to prioritise these 
stakeholders in terms of their contribution 
to brand value. Mitchell et al. suggest that 
three variables are relevant in relation to the 
identification of stakeholder salience: Power, 
legitimacy and urgency.’° Power is defined 
as the ability of the stakeholder to make the 
firm carry out an action against their will. 
Legitimacy is the social construction of a 
legitimate platform of action in relation to 
the firm by the stakeholder. Urgency is the 
degree to which stakeholder claims call for 
immediate attention. This model can be 
usefully used in relation to our problem. 
We suggest that these can be translated 
into: Dependency, Strategic significance, 
Actuality and, with the addition of a further 
variable, Attractiveness. 

Dependency: Rather than considering 
overt power, it is more useful to 
identify dependency when _ considering 
relationships. This falls in line with the 
resource dependency approach to the 
firm,’”7*:”? where the firm is considered as 
a constellation of resources based on its 
internal core competencies,*° but 
external resources on which it is dependent. 
While some key resources may be held by 
external stakeholders (e.g. suppliers may 
be in procession of unique technologies, 
or retailers in terms of access to a customer 
base), other internal resources may _ be 
dependent on cooperation with external 
stakeholders (e.g. suppliers, the availability 
of a well-educated labour force, etc.). In 
relation to the earlier example of Helly 
Hansen, many retail wholesalers have 
highly dependent relations with retailers 
and are faced with the choice between 
accepting this dependence or developing 
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their own retail outlets at the risk of 
alienating relations with their existing 
retailers. Dependency is highly linked to 
the second variable, strategic significance. 

Strategic significance: Dependency is 
naturally determined by the strategic thrust 
of the firm. Here we are concerned with 
the alignment of strategic stakeholders 
to the core competencies of the firm, but 
also to the wider issues of value creation. 
This takes us beyond a singular focus on 
core competencies to consider, for example 
customer orientation,®!' but goes even 
value generated 
through a network of stakeholders. Doyle* 
argues “sustained success depends upon 
more than merely identifying market 
opportunities; more critically it depends 
upon having the special capabilities to 
deliver at low cost or higher quality than 
the competition. We argue here that success 
depends on securing key stakeholder as 
resources for the firm and aligning them 
to the strategic thrust of the organisation. 
For instance, if the strategic thrust of the 
firm is based on a value strategy (e.g. IKEA) 
then our most significant stakeholders will 
be our suppliers. Thus the relationships we 
need to build and maintain are those with 
suppliers. In IKEA’s case the 
alliances with suppliers helps to maintain 
these relationship and ensure high quality 
while reducing costs. 

Actuality: The third variable incorporates 
the fact that, as discussed above, some 
stakeholders emerge around special issues 
at specific times. In times when they are 
latent, investment in the relationship 
will be low. The brand manager needs to 
assess when a relationship is “active” and 
when it requires an active investment. For 
many firms, relationships are seen as long 
term and investment in the relationship 
is seldom questioned. The pharmaceutical 
industry has traditionally invested 
highly in the relationship between the 
firm and doctors through powerful sales 
forces.*? However, changes in the macro 
environment (legislation, increasing 
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generic competition, slower product 
innovation) may force the industry to 
reassess the value relationship in favour of 
adopting branding strategies that appeal to 
a broader range of stakeholders, including 
end-users. It is clear that the importance of 
these relationships varies over; the model 
in figure 1 presents a snapshot view at a 
given point in time. The importance, or 
salience, of many stakeholders increases 
in relation to specific issues: for example 
NGOs and government may be especially 
active around legislative issues, customers 
may be acquired by competitors offering a 
better package making competition an issue, 
or general changes in the brand’s macro 
environment may pose an issue for the 
maintenance of brand equity. Stakeholders 
can be categorised as latent, current or 
critical.“ On this basis an assessment can be 
made as to how the relationship should be 
managed and how acute that relationship 
is: latent customers should be captured, 
while relations to potentially disruptive 
stakeholders need to be managed perhaps 
in the hope that they become latent or to 
prepare for the time they become critical. 

Attractiveness: the final variable is 
specific to brand management (as opposed 
to stakeholders management) and reflects 
a more qualitative assessment of the 
brand between stakeholders and the 
brand. Attractiveness seeks to incorporate 
considerations of brand image as a driving 
variable in the prioritisation equation 
impact of reputation. A 
supplier, for instance, may seek to reach 
preferred supplier status with a _ highly 
reputable company in order to improve 
its own brand image. Likewise the 
development of relationships to NGOs may 
achieve significant image benefits that can 
be passed on to consumers. 

On the basis of these variables, the brand 
manager should make an assessment of the 
salience of each stakeholder group to the 
creation and maintenance of long-term 
brand value. Salience can then be used to 
compare expected brand performance with 
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actual relation to each stakeholder group. 
In figures 1 & 3 the aims of stakeholder 
relations are graduated in order to reflect 
the need for differential focus on each 
stakeholder group; _ prioritisation of 
stakeholder groups will thus be a reflection 
of their strategic salience for the total brand 
equity. 


Identification of the nature of the exchange 
In the final stage of the process, the 
brand manager needs to develop an 
understanding of how brand value is 
created through the exchange process. 
We can distinguish between three types 
of exchange: functional, symbolic and 
hedonic. Functional exchange refers first 
and foremost to the transfer of products 
and services between buyers and sellers, 
but can also refer to monetary exchange 
between the firm and investors. Functional 
exchange to the exchange of 
utilitarian value between the brand and its 
relationship partners. Functional benefits 
relate to the price-quality relationship in 
terms of an (often implicit) cost-benefit 
calculation on the part of the customer and 
to whether the brand can be used to solve 
a functional problem for the customer. 
Symbolic exchanges have been considered 
primarily in consumer markets,* but are 
equally relevant in business markets where 
we increasingly see reputation and image 
concerns.’ driving these _ relationships. 
These concern the transfer of meaning 
between the brand and the customer.* 
Hedonic aspects of consumer behaviour 
have been explored in relation to the 
role of consumption activities and use 
87 Many brands elicit hedonic 
responses of nostalgia, comfort, pleasure, 
etc. which appeal to the consumer’s sense 
of self. 
We can 
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look at exchange in terms of 
relationships between the firm and its 
stakeholders.** Here exchanges can be, for 
example, product, financial, information, 
service, communication. Exchange is 
always two-way, so we need to be aware 


of the nature of the exchange back to 
the firm. Normann and Ramirez argue 
that interaction between the firm and the 
customer is central to value creation, rather 
than a one-way process.®® This type of 
negotiated exchange demands that the firm 
be aware of expectations of the stakeholder 
exchange. For 
instance, if we are exchanging services, 
what are the stakeholder’s expectations 
regarding the level of service? How is the 
service created? What contextual factors are 
important? Likewise, 
case of reputation, here we are arguably 
looking at the exchange of image; what 
factors are important for a good reputation: 
the CEO? The company name?! Or 
company values??? Determining 
aspects is central to creating value for the 
stakeholder and the firm. 
This part of the 
the concerns of the 


as to the nature of this 


in the more diffuse 


these 


model considers 
stakeholders and 
communication context. Each stakeholder 
group will have different primary concerns 
and objectives in relation to the brand. 
For example employees will be concerned 
with the status of the brand externally (i.e. 
is this a respected company to work for?) 
and consistency of the brand internally 
(i.e. do I experience the brand as they 
tell us it is?). Investors will be looking 
for a sound financial performance, while, 
suppliers or distributors may be looking 
for transfer effects of brand reputation. 
Thus for stakeholder a list of 
primary concerns should be made. These 
will aid the brand manager in sorting the 
stakeholders, and also in grouping them 
together. As Doyle points out, in relation 
to each stakeholder’s concerns the 
cannot, and should not, hope to fulfil 
them all, but seek to reach a compromise 
in a so-called tolerance zone for 
primary stakeholder, or secondary 
stakeholder in relation to specific issues.” 
Thus the stakeholder model might look 
like figure 3. Note that the expectations 
given in this figure are indicative only. 


each 


firm 


each 
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Brand strength, 
reputation 


Figure 3: Identifying key stakeholder expectations 


The usefulness of figure 3 lies in the way 
in which it compares the results of the 
prioritisation of stakeholders with the types 
of exchange that the finn would need to 
enter into in order meet the expectations of 
each stakeholder, i.e. the strategic potential 
of the relationship from the point of view 
of the firm with the value potential from 
the point of view of the stakeholder. This 
moves the brand manager away from solely 
focusing on the firm's concerns towards 
a mutual model. Thus, we move away 
from looking at brand equity in terms 
of what the brand manager does to the 
consumer, and rather begin to include an 
understanding how value is created for the 
stakeholders (consumer, customer, channel 
representative, suppliiers, etc.) and how this 
can be translated into value for the firm. 
Value here can be financial, legitimacy, 
power, trust, etc. For the investor, it may 
be financial value that they are seeking 
in terms of dividends or increased share- 


price. However, it might just as well be 
maintaining a buoyant share price to 
prevent hostile takeover, or financial 
stability. 


Value is a multiple construct, in that is 


can be defined according to many measures. 


Social responsible 
behaviour, Good 
environmental 


track record 


Legality of 


Governments | operations, job 


Here 


we away from the simple 


equation that value = {costs} —{benefits} to 
one where value is the fulfilment (or partial 


move 


fulfilment) of expectations of the outcomes 
of a relation. Since we consider value 
creation as a consequence of a relational 
interaction (co-creation), we must consider 
value creation for the firm and for the 
consumer. 


SOURCES OF BRAND VALUE 

The final part of this article considers how 
relationship performance contributes to 
brand value. There are two aspects to this. 
First, that brand value is created through a 
series of stakeholder relationships and that 
this value needs to be assessed on the basis 
of each individual relationship. Second, 
that value is created together with the 
stakeholder through a mutual, dialogical 
relationship. These will be examined in 
turn. 


Stakeholder equities as a basis for brand 
value creation 


Brand value is created through the 
interface between the brand and multiple 
stakeholders. There are two points worth 


stating here. First, that brand value is not 
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just dependent on a single relationship, 
for example that between the brand and 
the consumer, but is reliant on a network 
of relationships that support the value 
creation processes for both the firm and 
the customer. For example, the value 
created by a consumer brand directly for 
the consumer (i.e. in the form of brand 
awareness for example through the firm’s 
own advertising) is also reliant on support 
from marketing channels (i.e. retail outlets 
and distributors). It goes without saying 
that if the consumer cannot access the 
brand then brand value is lost. However, 
this simple fact is a major concern for 
brands, particularly in the case of brand 
extensions where entrenched channel 
brand’s position need to be 
addressed as much as those of the end-users. 
Channel equity is thus an essential element 
in building brand equity. In business-to- 
business situations the network approach 
has long been recognised as a significant 
creator of competitive advantage.°*°> 
These relationships can be seen in terms 
of brand value, for example major capital 
investments needed to maintain market 
advantage and brand value are reliant on 
sound investor relations; the access to 
adequate and flexible financial backing can 
be vital in highly competitive situations. 
Second, that value is created through 
some form of interaction between the 
brand and the individual stakeholder. In 
the case of consumers, this is usually in 
the form of marketing communication 
and service experiences as described by 
traditional brand equity models. Work on 
corporate branding suggests that brand 
relationships with employees is a major 
source of value in improve 
motivation and productivity.°° Corporate 
brands create meaning and identity for 
employees that gives a sense of purpose 
to their work.®’ Channel interactions are 
typified by promotional relationships that 
emphasis cost factors; however in their 
famous work, Stern and El-Ansary noted 
that these relationships contain strongly 


views of the 


that it can 


political features, where particularly power 
is an important variable;?* here we only 
have to look at the channel relations that 
Coca-Cola or Carlsberg have to 
value of power in ensuring brand value. 
The elements of these brand-stakeholder 
relationships cannot be generalised, but are 
specific to the relationship. 

Each relationship has its own logic, 
which determines: a. what is important; b. 
how value is measured, and c. how value is 
communicated. Thus 


see the 


marketing messages 
need to be adjusted to suit the particular 
characteristics of each stakeholder. But 
this is not just a matter of adjusting com- 
munication; different stakeholders have 
different expectations about the outcome 
of their relationship with the brand. These, 
often conflicting, expectations need to be 
assessed in terms of whether the firm can 
accommodate them through compromise, 
or whether the firm must prioritise certain 
stakeholder others. As 
Doyle argued, “Marketers need a more 
sophisticated understanding of 
brand-building investments make sense” 
(p.21),°? but they also need to understand 
which investments are necessary; this takes 
us to consideration of the 
relationships between the 
stakeholders. 


relations over 


when 


nature of the 
brand and its 


The stakeholder-brand value model 

A number of scholars have proposed that 
more attention should be focused on the 
role of marketing and branding in value 
creation. !©°!9!.!02 Doyle, for instance, argues 
for a Shareholder Value Assessment model 
as an alternative to the limitations of 
conventional accounting and as a proactive 
response from marketing’s side to more fully 
document the value creation activities of 
marketing for shareholders. Likewise, Keller 
developed the brand value chain model 
that highlights the 
marketing inputs, consumer reactions 
(or mindset), market performance and 
shareholder value.'°? The model, like many 


others, is linear in approach and focuses on 


relationship between 
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Figure 4: The stakeholder-brand value model 


the impact of brand management efforts 
on the customer. A major drawback of these 
models is that, first they focus on narrow 
definitions of stakeholders, normally the 
customer, and, second, that they are linear 
(almost cause-effect) models. As has been 
argued here, relations between the brand 
and its stakeholders are far from one-way, 
but are typified by interaction and 
co-creation. Day, for instance, arguesfor a 
cyclica | model of value creation. He argues 
that value creation is a self-reinforcing 
process that cycles through value defining, 
developing, delivering and maintaining. 
"Interactivity represents a sea change in 
the way companies relate to their markets. 
The essence of interactive marketing is 
the use of infolmation fromthe customer 
rather than about the customer" (p.71). 1° 
This applies equally to all stakeholders, not 
just customers. While the model presented 
here reflects this new focus it goes a step 
further by differentiating stakeholders 
according to their salience. It is based upon 
the following assumptions: 


1. Value creation _ resides in the 
interaction between the brand and its 
stakeholders 





Outcomes 
- Proftability 
- Reputation 


~ Loyalty 
~ Synergy 
~ Political influence 





Value is created through the meeting 
of stakeholders' expectations be they 
in the f0lm of functional, symbolic or 
hedonic exchanges and outcomes 

3. Managers' actions in relation to the 
brand affect stakeholders’ perceptions 
of the brand. But the overall perception 
of the brand is also affected by the 
actions of other stakeholders. 


The model takes an overtly management 
focus in that it identifies the processes 
behind brand value creation from the 
manager's point of view. It can be applied 
to all organisations but naturally suffers 
from the limitations of any general model 
in that it does not desclibe detailed 
factors in relation to spedfic films and 
their stakeholders. Its aim is to enable 
the development of a comprehensive 
overview of the classes of factors that affect 
brand-value creation. 

The model builds from the stakeholder 
identification and prioritisation procedure 
outlined earlier. Rather than being the 
linear model as presented in figure 2, it is 
now wrapped around on itself to reflect 


the continual process in identifying stake- 
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holders and assessing the value that they 
contribute to brand value. Relationship 
performance, the outcome of this process, is 
influenced by the communication context 
within which the relationship is developed. 
The figure refers 
cation of and around the 


to the total communi- 
organisation, 
which consists of leadership behaviour 
and company performance, 
forms of communication and PR, 
third-party communications, including 
media coverage.'° The communication 
context gives important signals about the 
overall evaluation and either explicitly or 
implicitly the performance of the organisa- 
tion as judged by a range of stakeholders. 
It is communication about the brand that 
provides the source of goodwill, trust and 
reputation that is an important source of 
a brand’s value. It is this communication 


controlled 
and 


that is influential on other stakeholder’s 
evaluation of the value of the brand. 

Perhaps the most significant aspect of 
the model is the way in which performance 
outcomes are conceived. The model lists 
reputation, synergy 
and political influence in addition to 
profitability. This reflects the fact that the 
model is not focused on a single measure 
of outcome, but is focused on identifying 
(for the brand) in 
relation to the brand’s salient stakeholders. 
These relationship performance outcomes 
in turn influence the overall brand value. 
The effect they have on overall brand value 
depends on a range of environmental 
factors, the most obvious being macro- 
economic stakeholder-brand 
relationship may perform highly according 
to the model, but 
environment changes then the 
the relationship may be adversely affected. 
For example, a change in the euro/dollar 
exchange rate, and consequent fall in 
exports, may negate a highly favourable 
relationship; _ the stakeholder- 
brand relationship is performing well but 
overall brand value is falling. 


such outcomes as 


relevant outcomes 


factors. A 


if the macroeconomic 
value of 


investor 


CONSIDERATIONS FOR BRAND 
MANAGERS 

This model provides an insight into the 
brand value management system. It invites 
the brand manager to take a _ holistic 
approach to determining the 
brand value and helps identify the main 
stakeholders in relation to brand value 
creation. The essence of the model is that 
it gives the manager a basis for analysing 
and ultimately measuring where brand 
value is created (the latter is the subject 
of future research). This then forms a vital 
input to the brand management system. 
The model emphasises the mutuality in 
the brand-stakeholder relationship and 
identifying the basis for brand creation in 
these relations. More specifically, it raises 


sources of 


a number of consideration for the brand 
manager: 

Whoare our brand’s stakeholders? 

Using the daisywheel model, the firm 
is able to identify their salient primary 
and secondary stakeholders. Primary 


stakeholders are those with whom we 
interact on a regular basis and are stable; 
they are those who fulfil the requirements 
for dependency and strategic significance 
upon whom brand value is dependent. 
Secondary stakeholders are those that 
become relevant around specific issues; 
they fulfil the requirements for actuality 


and attractiveness at a given point in time. 


Which relations are significantly contributing 
to brand value creation? 


The brand manager needs to prioritise 
stakeholder relations according to their 
possible impact on brand-value creation. 
Here the manager needs to be aware of all the 
possible stakeholders and identify those who 
contribute strategically to the brand’s value 
and strategic position on the market. The 
brand manager needs to assess each relation 
in terms of three variables: dependency, 
strategic significance and actuality. In 
terms of dependency the relationship can 
be described as being: dependent (who is 
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dependent on whom?), independent (no 
dependence) or mutual (that we have a 
two-way, synergistic relationship). In terms 
of strategic significance, the manager needs 
to assess the relationship in terms of the 
strategic thrust of their own brand, i.e. 
which relations are important for our brand 
(for example, reputation alliances). Last, 
actuality considers the range of stakeholder 
relations that become activated in relation 
to specific issues. In the case of the electricity 
generating company: is the brand linked 
in some way to energy issues? What are 
our relations with energy stakeholders (for 
example, government, NGOs, etc.)? 


Howis value created in these relationships? 
Having identified strategic stakeholder 
the brand manager should identify the 
nature of the value-exchange relationship. 
Is the exchange based around products, 
financial flows, flows, 
services, of Communication? What is the 
nature of the exchange relationship: is it 
functional, symbolic and / or hedonic? 
How involved is the stakeholder and what 
are their expectations? In answering these 
questions the manager is then in a position 
to determine whether and to what extent 
stakeholders’ expectations can be met. 
Value for the stakeholder is created by the 
fulfilment of their expectations. 


information 


How does out total communication support 

these relationships? 

The brand manager needs to be aware of 
the total communication experience of 
each strategic stakeholder, including direct, 
paid-for market communication and public 
relations, the strategic actions of the firm 
in relation to the brand as well as indirect 
communication about the brand via third 
parties. 


What are the outcomes of our relations? 

The brand manager needs to set up a 
checklist of successful outcomes in relation 
to each stakeholder as a way of monitoring 
relationship performance. 


CONCLUSION AND FUTURE RESEARCH 
In this article an outline of a stakeholder 
brand value model has been presented. 
The model reflects an emerging movement 
branding literature away from 
an overriding consumer focus to more 
holistic approaches that seek to identify 
other relationships that provide important 
sources of brand value. While a number of 
other equity relations have been explored 
in the literature, as this 
article, up until now there has been no 
attempt to provide an overall framework 
for conceptualising and analysing these 
multifarious relationships. This article does 
this in terms of the concept of brand value. 
The stakeholder-brand value model offers 
an attempt to provide an overarching 
model for assessing brand value and linking 
the different streams of through within the 
literature. A number of important points 
arise from the model. 

First, that brand value is dependent on 
a number of stakeholders and that these 
function as a_ network supporting (or 
working against) brand value. Achieving 
high brand normally requires 
achieving synergy between these different 
relationships; increasing the 
positive relationships and minimising the 


in the 


indicated in 


value 
value of 


impact of negative relationships. 

Second, stakeholders than 
customers are vital sources of brand value. 
They perform more than simply a supportive 
role as suggested by other models. 

Third, brand value doesn’t equal the sum 
of the value of each relation. In brand equity 
terms we cannot simply sum the individual 
positive equities minus the negative ones. 
In this respect each individual relationship 
should be separately 
as the model stresses, the basis for value 
creation is different for each stakeholder in 
terms of their expectations of process and 


other 


considered since, 


outcomes. 

Fourth, each relationship has _ its 
logic, which determines the nature of the 
interaction and how outcome performance 


own 
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should be measured. The 
should identify the 
important in this regard: for example, is 
the stakeholder looking for financial return 
on investment or are they looking for 
dialogue and compromise (on for example 
an environmental issue)? 

Last, brand value is co-created through 
the relationships between the brand and 
its stakeholders. The brand manager needs 
to prioritise which relationships are most 
salient for the success of the brand. While 
simple solution as to which 
relationships the brand manager should 
prioritise, this model should act as an aid in 
determining who and what really matters. 

The model presented here opens up the 
possibility for a good deal of research into 
the nature and outcomes of brand relations 


brand manager 
variables that are 


there is no 


other than those focused on consumers. 
There are already many streams of work 
looking at specific relations, for example, 
a number of researchers are exploring 
branding in  business-to-business markets 
and there are already established lines 
of research into customer and channel 
equities. Additionally, more general work 
on relational equity and on social capital is 
promising here. However, more work needs 
to be done on identifying the different 
relations and their contribution to total 
brand equity. We suggest that research can 
usefully be developed along two lines: first, 
looking in more detail at ways in which 
the brand creates value for its stakeholders, 
and second, translating this into operative 
measured of brand equity. In relation to 
the first stand, there needs to be more 
focus on identifying relevant outcomes 
of relationship performance for brand 
value. What types of outcome should we 
be looking for and how can we measure 
them? The great challenge here is to begin 
to quantify these relationships in relation 
to multiple stakeholders. There remains 
to be carried out any research that takes a 
holistic approach, which brings together 
these emerging lines of research by defining 
their relevance for the brand. This might 


specifically identify synergy effects across 
stakeholder types, for instance between 
employees and_ shareholders: Research 
into corporate reputation may provide 
valuable insights;'!°° between NGOs and 
governmental agencies: Research into 
strategic bridging and alliances may be 
useful here. Additionally, there needs to be 
carried out work on looking at contextual 
factors that affect the ability to achieve 
these outcomes. For example, under what 
conditions would developing a corporate 
branding programme be relevant? Once 
the overall understanding of the 
the brand in value creation is understood, 
specific measures of brand equities can 
be developed. This would first examine 
critically the usefulness of 
measures such as awareness and loyalty and 
identify new, complementary measures of 
equity. Second, it would attempt to develop 
measures of the interrelationship between 
equities in terms of the critical marketing 
relations that contribute to the value of 
the brand. Once developed, this model 
could offer a powerful tool to marketing 
managers to argue for the relevance of their 
long-term relational investments in the 
light of increasing pressures to demonstrate 
financial performance 


role of 


traditional 
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